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lectronic governance, wiich is the creative application

of infornation technol ogy i n gover nnent operations for
the nore effective ddivery of service tothe citizery, vas
pursued rel entl essly by the Fhilippi ne Bureau of Gust ons
starting five years ago in response to serious prod ens.

Qe naj or probl emwas the diversion of duty and tax
paynents nade through the banki ng system There were
al so nany instances of custons col | ecting officers running
any wth their cash collections. Aother na or concern
was the unacceptably long clearance tine of shipnents
under a nanual , paper-based, assenbly-line cargo clear-
ance process involving over 90 steps and requiring nore
than 40 signatures and initias. As a consequence, Surveys
on the nost bureaucratic and corrupt Governnent of fices
consi stently placed the Bureau of Gustons at the top of the
“retelist.”

Li ke nany other custons admnistrations inthe world,
the bureau was burdened by an ever-increasi ng workl oad
and budgets that have not grown correspondingly in rea
terns. The entire Governnent inpl enented cost-savi ng
neasures, including the Atrition Law which prohibited
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the hiring of Gvernnent personnel for a period of five
years, startingin 1992

The first naj or applications of infornation techna ogy
at the bureau were in the paynents system processi ng of
cl earance docunents, and rel easi ng of shi pnents fromcus-
tons contra .

Rogect Astract Secure (PAS is a jont undertaki ng
between the bureau and the Bankers Association of the
Fhilippines. Paynents of duties and taxes nust be nade to
the authorized agent bank (AAB). Wth PAS the process
effecti vel y becane “cashl ess” (custons officers handl e no
cash) and “paper| ess” (docunents such as the order of pay-
nent and the custons i nvoi ce have been di spensed wth).
Lpon receipt of paynent by a bank, paynent details are
keyed into the bank's conputer systemby its personnel
and then encrypted for the secured el ectroni ¢ transnssi on
of the paynent fileto custons via a gateway. Qustons com
puters pick up the paynents file through | eased |ines and
upl cad themto the port servers for natching wth the com
puted anounts of duties and taxes payabl e. The rel eased
order for the shipnent is issued once a nat ch has been nade
between the anount paid through PAS and the anount
payabl e as conputed by the port conputer system

The benefits of infornation technol ogy i ncl ude the fast
and secure transmssion of paynent details, conveni ence
tothe pudic, ad the dimnation of corustion. The cre-
aion o dectronicfiles of paynents a so nade possi bl e the
repl acenent of the ol d nanual systemof reconciling pay-
nents collected by the banks and the remttances to the
National Treasury. The el ectronic reconciliation process
conpl etes wthin the day a process that used to take four
nonths. Barks that fail toremt cdlections areinmed atey
detected and penalized. Uhder Roect Reconcile I, the
anounts col l ected by the banks and el ectronically
transmtted to the bureau under PAS are natched wth
the anounts the banks actually remtted to the National
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Treasury through the Bangko Sentral ng Hlipinas (Central
Bank of the Fhilippines).

Uder Recocilell, thedectronicfile of paynents kept
inthe bureau s centra headquarters is natched wth that
kept a the ports to ascertain wether tanpering of e ec-
tronic records occurred a the ports.

I n-house banks were establ i shed i n each port to cal ect
fees, charges, and other paynents not collected through
AMBs, as well as to achieve a conpl etel y cashl ess system
and prevent | eakages. The bureau’ s conputerized tellering
systemi s extended t o these i n-house banks so that the banks
can cd lect for the bureau such payabl es as additiona du-
ties and taxes, inport and processing fees, and peralties
and surcharges. Qustons cashi ers now have no opportu-
ntytorunamy wthther calections, but they have plenty
of tine to undertake audit and reconciliation work.

The inpl enentation of the Autonmated Qustons (p-
erating System(AJD drastical |y changed the nanner of
clearing shipnents through custons. The bureau now
works on the el ectronic record of a clearance docunent,
rendering the process virtual |y “paperl ess.” The e ectronic
record is created by the inporters thenselves or by ther
brokers, using conputer work stations situatedinther re
spective offices, a procedure called drect trader input o
tel e-cl earance (te ephone cl earance). For those wthout tel e
clearance, entry encoding centers operated by the Fhilip-
pi ne Chanber of CGommerce and Industry (PGd) digitize
their paper declaratiosinodectronic declaaiostha ae
then processed el ectronically by the bureau s conput er
system

A the heart of AOB is a conputer programcal |l ed
SHectivity, wich andyzes the risk profiles of shipnents
by sugecting their particdars (e g, kinds of goods, tariff
rae coutry of orign, etc.) wthsone 18 reference files or
screens. It then categorizes these shipnents into high,
nedi um, or lowrisk transactions. Lowrisk transactions
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are coursed by the systemto the green channel , whose only
activity is the autonated calcu ation of the payabl es and
nat ching themwth the anounts actual |y pai d to the banks.
If the trasactionis prdfiled to be higrrisk, it is coursed
through the red channel, and then goods are physically
examned prior to assessnent. Processing in the yell ow
channel invol ves only checki ng docunent s.

The autonated conputation of the payabl es uses 52
reference tables ad files such as the tariff data bese, the
appl i cabl e exchange rates, and the various taxation rul es.
By ensuring the consistent and nost updated reference
tables and files, autonated assessnent enhances revenue
generation. Gnputational errors, deliberate or otherw se,
whi ch occurred frequently in the nanual conputation of
taxes and duties payad e, are nowa thing of the past.

SHectivity alows the focusing of limted personne
resources on a nanageabl e nuntber of shipnents, result-
inginnore effective custons i ntervention. Equal |y i npor-
tat, it fadlitaes the deraxe o the i arity o transec-
tions, signficantly bring ng dom the cost of trade

The ontline rel ease system(QR9 facilitates and nakes
secure the fina rel ease of shi pnents fromcustons contral .
For the in-dock QRS custons is connected on-line wth
the conputers of the arrastre operaars. Rdessing is sig
naled by sinply renoving a stop flag, red-channel ship-
nents, by lowering the examnation flag. The off-dock
QRS uses the public tel ephone systemfor downl ocadi ng
rel ease instructions to the Gontai ner Yard-Gontai ner
Feight Sation (C-GS operators’ conputers |ocated
nany kil oneters fromthe ports. The of f-dock QRS can be
sadtobeatraffic buster since it dd anay wth nessen
gers having to physically hand-carry the rel ease authori -
zations called delivery permits, wiich used to take a day
o two because of traffic congestioninthe netropois. (-
portunities to conmt fraud and corruption al so ari se when
nessengers physi cal |y handl e the rel ease aut hori zat i ons.
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Havi ng addressed the i nmedi ate concerns of secur-
ingthe cdlection systemand facilitating the cl earance pro-
cess, the bureau' s application of infornation techno ogy
turned next to renoving the weaknesses and vul nerabili -
ties tofraud of ather sensitive custons operations.

The tax exenption system has been breached nany
tines, resutingintheintroductiond fictitious or tanpered
exenpt i on papers and the fraudul ent rel ease of shi pnents.
The sol ution pursued was to utilize infornation techna -
ogy inthe recei pt and processi ng of exenption appli cati ons
at the Departnent of Fnance (DOF) and inthe transmttal
and utilization of the approved exenptions at custons to
strengthen custons operations. Qustons infornational
t echnol ogy prof essi onal s desi gned the systens for use both
at the Departnent of H nance and the Bureau of Qustons.
The result is the duty and tax exenpti on systemi ntercon
necting the conputer systemof the two offices through
Lotus Ntes, lease lines, addd-up facilities. Nt oy is
the process now secure since Lotus Notes has an encryp-
tion capability, but the entire process has a so been dra
natically shortened, to the delight of the business
comuni ty.

The paynent verification system(PVS for drawback
andtax credit papersis another application of infornation
technd ogy to correct the vunerabilities in custons opera
tions. Inthe past, DOF had to refer the drawback and tax
credit aopication papers tothe breau for verification of a
paynent for which a refund is being sought. But now an
electronic query nay be lodged directly at DOF and a re-
sponse is obtained in mnutes. Gnputer termnals are
available at the departnent’ s one-stop shop for drawback
clains, wiichis interconnected wth the bureau s conput -
ers through HNLINK (DOF s infornation infrastructure).
Wth PS5 exporters areabetoditanther tax credits nore
quickly. A the sane tine, Governnent is protected agai nst
illed dams.
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The vehicle tracking systemutilizes the g oba posi-
tioning system(GS topinpoint the location of any ship-
nent bei ng tracked to wthin 5 mas they transit fromone
custons stationto ancther. It has so far succeeded in stop-
ping diversion of tracked shi pnents and the need to post
custons of ficers to guard them Gnputers track the nove-
nent of contai ners agai nst a predetermned route and rai se
an a armwhenever the cargo deviates fromit. Hectronic
records of the novenent are autonatical |y generated and
stored for review The systemis applied to containers
brought fromthe Fort of Mwnila to the Inland Gontai ner
Depot in Laguna province. It wil be used to track Subic-
and Q ark-bound shi pnent s.

Autonat ed bond charging is the counterpart of PAS
in the cl earance process of warehousi ng entries. Raw na-
terias for nanufacturing goods intended for export are
entered into custons bonded nanuf act uri ng war ehouses.
The interest of Gwvernnent is secured by the posting of
war ehousi ng bonds by the nanuf acturer. The process used
to be unsecured and was attended by petty graft. The auto-
nat ed bond charging systemel ectronical ly posts charge-
able bonds and debits bond charging against them It is
therefore not only secure, but a so conveni ent to the nanu
facturers because the process i s conpl eted wthout hunan
intervention.

The inventory contro systemfor duty-free goods in
the specia econonmic zones utilizes the warehousi ng sys-
temin AGBto create records of al transfers to the zones
and of the utilization of the goods transferred. Thus, Gis-
tons can at any tine deternine bal ances and use the com
puter to generate aninventory report to spot-check i nven
tories. The systemd d any wth the need to file first, a
transshi pnent permit at the port of discharge, then avare
housi ng entry at the zones. The warehousing entry i s now
fileda the port of d scharge and an € ectroni c copy t hereof
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isinmed ately nade avail abl e at the custons house in the
ZOnes.

The Fhilippine Qustons Servi ce—tederation of Phil -
ippine Industry (FA) Data Link is a partnership between
Gvernnent and the private sector. It denonstrates how
to provi de busi ness wth easy access to custons data, such
as records of sensitive inports as they cone into the sys-
tem so that it can be inmediately determned whether a
viol ation has been coitted. The systemcan detect cases
of underval uation and even misdecl arati on.

The two groups of infornati on technol ogy applications
in custons operation described so far were undertaken
nainly tocorect nyor flaws in the various operations of
the bureau. The Hectronic Data Interchange (EQ) proect,
first introduced a the Rort of Mnilain 1998 devated the
burea’ s delivery of service to worldclass status. A com
puter-to-conputer exchange of structured data, HI not
only nakes the bureau’ s del i very of servi ce paper| ess, cash
less, ad quevd ess, but dso dloms clients easy access to
service at tines and pl aces conveni ent to them The system
wll inprove even nore when clients can dea wth the
bureau through EO on the Internet.

HJ offers a full range of conmunications and nes-
saging protoca s and dat a-transmssi on opti ons. 1t incl udes
t hree val ue-added networks (VANS that provide B trans-
[ation and conmuni cation between the bureau and its trad-
ing partners as well as an H) Gatevay directly linked to
custons. The Gt evay provi des the direct interface between
the three VANS and cust ons.

These highly anfoi tious projects, which cost other cus-
tons adnni strati ons as nuch as $50 ml lion, are bei ng set
up at no cost to the Gvernnent. VANS are exi sting com
nercial VANS and have been operating in the country for
sone tine. The Giteway was set up by RO in strategic
partnership wth the nul tinati onal conpany General H ec-
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tric Infornation Systens (A S. The bureau j ust provi ded
the vision and strategic so utions, plus the advocacy and
leadership in drawng al concerned into this nodern way
of doi ng busi ness.

By creatively applying infornmation technology in
reengineering its systens and procedures, the bureau built
areputationas afast-rising ad soonto-be vorl d-cl ass cus-
tons service. In Mrch 1998, the bureau and the Lhited
Nat i ons Gonf erence on Trade and Devel opnent (UNCTAD
hosted the first world conference on Autonated System
for Qustons Data (ASYQDA) nanagenent. The sel ection
of the Fhilippines as venue was in recognition of the bu
reau as the nost advanced and nost successful in using
ASYAQDA In April 1998, the bureau nade a presentation
at the Vorld Qustons Qgani zation Gnference in Brus-
sels onits advances in noderni zati on and el ectroni ¢ gov-
ernance. The WS Qustons Service invited the bureau to
speak before the Gnference of the Chiefs of Qustons Ad-
mnistrationinthe Avgricas, since it considered the Fhil -
i ppi ne experience as a nodel of reformand noder ni zat i on.

Inlate Gtober 1997, an UNCTAD M ssi on conposed
of infornation technol ogy experts from seven countries
expressed anazenent at what they sawat the bureau dur-
ing their officid visit. Dougas Tweed e, drectar of Qs
tons Technique of the Vorld Qustons Qganization, for
exanpl e, returned to the country five years after his first
visit and said “l was trenendously surprised to see huge
changes wthin five years. Hve years ago, it was very bu
reaucratic, no conputerization, clearance tine was very
long, there was no sense of notivation or conmtnent or
idea of custons service.” He added that when he visited
the ports, arports, and the container depot, he was al so
very nuch i npressed wth the i nprovenents: “It’s not j ust
a conputer project. Newbuil dings have been refurbi shed.
There’'s a good working envi ronnent. The staff are happy
to work inside them Wthin the custons area there's cam
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efficiency and professionadism and | do think the Fhilip-
pi ne custons can be very proud of actual |y having such a
prof essi onal arrangenents for the cl earance of cargo whi ch
wll befor the berefit of everybody wthinthe Fhilipp nes.”
Peter Frohler of UNCTAD in Geneva was euphori c.
“Among the devel oping countries,” he said, “you rank
nunioer one in conputerizati on and none has cone cl ose
to what you ve acconplished in two years' tine.”

In nany countries where el ectronic conmerce and
gover nance have nade significant strides, it was the G-
ernnent and, in particular, the custons bureau that pl ayed
aleading rde The bureau is unquestionably the | eading
agency in el ectronic governance in the Filipp nes today.
Thus, we are ina strategic positionto spur its groh. Ve
recognize this responsibility and accept the challenge as
our unigque legacy to the nation.



Anticorruption Strategies
In Public Procurement

JEANMARIE FATH MEYER

ublic procurenent builds roads, bridges, and tunnels;

| aunches rockets; designs and constructs public buil d
ings; feeds, dahes, adeqipsthemlitary, furn shes desks,
chairs, pencils, paper, and conputer equi pnent to govern-
nent offices; treatsvater; provides dectricity; cdlects gar-
bage; dans rivers; conducts research; commissions art
work; wites reports; provides professional and techni cal
assi stance to governnent officias. The range of purchases
tosatisfy pudlic needs extends tonearly d | farns of goods,
construction, and servi ces.

Mn, wonen, and children all over the world directly
o indirectly encouter the resuts of public procurenent
intheir daily lives. Were public procurenent is uncon
traled, the systeminvites waste and corruption for which
the pudic pays financidly and in lass of pudic services.
Wth appropriate controls, public procurenent enhances
the effectiveness of governnent, helps distribute the
nations wealth nore fairly, and fosters public purposes
such as the devel opnent of new busi nesses and even new
industries (Myer 1999).

These sinple facts illustrate the i nportance of expen
ditures of public funds for goods, works, and services and
suggest Wt is a stake far every Sate ad for every busi -
ness and citizen wthin the Sate. ! Clearly, preventing cor-
ruption in the State’s public procurement system is funda-
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nental to the econronc and sociad welfare of the Sate and
itsdtizas. ?

STANDARDS OF CONDUCT IN PUBLIC PROCUREMENT

Qntrolling corruption in public procurenents requires
adherence to the highest standards of ethical conduct. The
expendi ture of public funds provides great opportunity for
personad gainat great cost tothe pudic. Hgh standards of
conduct are necessary to protect the public interest, ad
i npeccabl e standards are needed to ensure public trust. 3
Public servants should not be able to place personal ben-
efit above the public good and should avoid even the ap-
pearance of personal gain. The public procurement system
should also demand high standards of conduct from
suppliers and contractors doing business with public
administrations.

Every State must safeguard the use of public funds.
The basic standards of conduct necessary to achieve this
goal transcend differences in laws and cultures. The stan-
dards are universal because they apply to circumstances
that are basically the same. Wherever and whenever goods,
works, and services are to be exchanged for large sums of
public money, the prospects of personal financial gain tempt
both the providers and purchasers. To prevent corruption,
the State must require public servants and suppliers and
contractors to adhere to appropriate standards of conduct.
Although the expression of ethical standards may vary from
culture to culture, the following lists convey universal
themes.

When conducting public procurements, public ser-
vants should do the following:

= Maintain the confidence of the public in the honesty
of the government and the public procurement
system.
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* Followal rules and procedures established for con-
ducting public procurenents. Breaking or circum
verting the rues to favor a particdar sypier o
contract or conpromses the honesty of the procure-
nent process evenif it appears to benefit the pudic
admnistration. (For exanpl e, atender submtted af -
ter the deadine nust not be accepted even if it of-
fers a better price than any o the ather tenders.)

» Mike procurenent decisions wthin the scope of
their authority. Suppliers and contractors can be
harned by well-intentioned, but unauthorized,
deci si os.

* Excuse thensel ves froma procurenent when they
have a persond financiad interest in the business of
asuppier or contractor inva vedinthe procurenent.
Interest includes an enpl oynent arrangenent wth
theertity, omingstock inthe entity, having a cred -
tor o detar rlaioshipwththe ertity, o any aher
private financia reationshipthat coddrai se doudts
about the public servants’ interest inthe out cone of
t he procurenent .

* Excuse thensel ves froma procurenent when their
spouse, parents, children, or ather closerd ative has
afinacid ineest inasydie o cotractor that
coul d rai se doubts about the public servants inter-
est in the outcone of the procurenent.

Wien conducting public procurenents, a public ser-
vant shoul d not do the fdlowng:

* Inpede the efficiency and econony of the Sate In
public procurenents, public servants shoul d not
waste public funds by unnecessary del ays, unrea
sonabl e deci sions, uncooperative actions, or other
actions or omssions that abuse their authority.
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* Rved confidentia or “inside infornati on” either
drectly or indirectly toawy sugdier or cotractor.

» Dscuss the procurenent wth any supplier or con
tractar outside the officia rues and procedures for
conduct i ng the procurenent .

 Favor or discrimnate agai nst any bidder inthe draft-
ing of specifications o standards or the eval uati on
o tenders.

* Destroy, danage, hide, renove, or inproperly
change any official procurenent docunent such as
tenders submtted by suppliers and contractors or
any other docunent inthe officia record of the pro-
curenent proceedi ng.

o Accept or request noney, travel, neals, entertain
nent, gfts, favars, dscouts, o aything of red
nateria value fromasuppier or contractor.

o Accept or request anything of rea nateria value
for their spouse parerts, childen, o aher doserda
tives or other personif they thensel ves cou d ben
efit framthe g ft.

» Dscuss or accept future enpl oynent wth a sup-
plier o contractor invavedina pudic procurenent.

* Reguest their supervisors, subordinates, o any ot her
pudl i c servants to vio ate pudlic procurenent rul es
or procedures including the standards of conduct.

* Ignore circunstances that provi de reason to believe
that standards of conduct have been vidl ated by any
pudl i c servar.

e Ilgoeillegd ad unethicd activities by supdiers
o cotractors.

Wen conpeting in a public procurenent, a supplier
or contractor should do the fdlowng:
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* Pepare and price its tender independently from

other suppliers and contractars interested in the
sane procur enent .

Wen conpeting in a public procurenent, a supplier
or contractor shoud not do the fdlowng:

Participate in a procurenent if the supplier or con
tractor was invo ved in devel oping or influencing
the specifications or standards.

Ofer, promse, o gve aythingdo red nateriad vadue
to a public servant invalved in the procurenent.
Romse or offer future enpl oynent or other busi-
ness opportunity to any public servant invaved in
t he procurenent .

Request confidential infornation concerning a pro-
curenent froma public servant.

Sbmt false or misleading infornation about its
qeificaiams.

Msrepresent the terns of its tender.

@l lude or otherw se nake an agreenent wth an-
other suppdier or contractor regardng the price o
oher provisions of its tender.

Dscloseits tender pricetoany ather supdier o cot
tractor participeting in the procurenent.

Fal sify tine cards, purchase orders, or other account -
ing records related to a public procurenent.

Char ge personal expenses to a procurenent contract.
Sibnt clains or invoices for services or works not
perforned or for goods not del i vered.

bstitute products or naterial s in the perfornance
of the procurenent contract. *
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PROMOTING PUBLIC PROCUREMENT REFORM

The evils of corruption in public procurenents are well
known but too-often accepted as the natural condition of
pover, politics, and governnent. ° This is unfortunate and
unnecessary. Considering what is at stake, preventing cor-
ruption in the purchase of goods, works, and services is
not only desirable, itis essential, and it is achievable. When
diligently applied, the techniques for regulating how pro-
curing entities go about their daily business of spending
millions and billions of dollars of public funds purchasing
goods, works, and services have proven effective.

However, establishing a public procurement system
that does, in fact, deter corruption requires a broad-based,
thoughtful, and determined commitment to reform.® Re-
form is both demanding and painful. The basic rules and
procedures for regulating public procurements demand
transparency, formal record keeping, and accountability.
These rules and procedures are cumbersome, tedious, and
intimidating. Effective implementation requires consider-
able skill. Unlike some other areas of reform, the real work
of public procurement reform does not end with enactment
of a new law and regulations.” This is merely where the
work begins. Real public procurement reform requires new
institutions and new ways of thinking and doing business
for both the public purchasers and the suppliers and
contractors.

Given the magnitude of the task, reformers must build
a strong and broad base of support if they are to achieve
their goals. Where and how can the process begin? Experi-
ence suggests that the reformers must have a vision of the
impacts of public procurement and promote the broad ben-
efits and opportunities that public procurement reform can
bring.

The potential benefits of the radical changes often re-
quired to achieve public procurement reform extend far



MEYER e Anticorruption Strategies in Public Procurement 77

beyond what might be i nmedi atel y obvious. The benefits
being realized in transition economes coomtted to pub-
lic procurenent reformare the fol | owng:

substantia savings in pudic funds;

substantia increase in the transparency and effi-
ciency of pudlic admnistrations;

substantia increase in accoutability of pudic ad
mnistrators;

substantial progress inbuldng pudic trust in puo
licirgtituians,

i nproved publ i c servi ces;

increased respect far therue of law

devel gpnent of a cadre of professionals skilled in
conpet i tive purchasi ng and bi ddi ng and capabl e of
traning others inskills needed to buy and conpet e
ina g obal econony,

substantia inprovenent in accounting skills and
record keepi ng procedures anong suppliers and
cotractors;

new opportunities for entrepreneurs;

accel erat ed noder ni zati on and i ncreased product i v-
ity inpudic and private enterprises resuting from
a conpetitive environnent that public procurenent
reformprovi des;

di snant| ed nonopol i es due to the breakup of ex-
cl usive re ati onshi ps; and

accel erated privatization of conmercia functions
operated by the Sates.

(onsi dering the broad i npact of public expenditures
and the scope of potentia players invdved in a Sate's
publ i ¢ procurenent system and the huge suns of noney
conmtted to pudlic procurenants, it is dfficut to exag
gerate the benefits that can be realized fromestabdlishing
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aneffective efficient, goen far, axdhoest pudic procure
nent system

NOTES

1. The European Commission (EU) estimates that European
contracting authorities purchase goods and services worth some
ECU720 billion every year, representing 11 percent of EU gross
domestic product and close to ECUZ2,000 per citizen (European
Commission 1996). As the commission emphasizes: “An effec-
tive public procurement system is fundamental to the success of
the single market in achieving its objectives: to generate sus-
tainable, long-term growth and create jobs, to foster the devel-
opment of businesses capable of exploiting the opportunities
generated by the single market and competition in global mar-
kets and to provide taxpayers and users of public services with
best value for money.”

2. The Organisation for Economic Co-operation and De-
velopment (OECD) recently surveyed the measures that 15 of
its members use to protect their domestic public institutions
against corruption. The mechanisms include (i) primary regula-
tion proscribing corruption and establishing sanctions, (ii) other
anticorruption regulation, (iii) oversight by legislature or par-
liament, (iv) bodies with power to investigate corruption, (v)
supreme financial audit authority, (vi) ombudsman (or
médiateur, grievances commission, citizen’s advocate, or
peoples’ defender), (vii) specialized bodies to prosecute corrup-
tion, (viii) human resources management procedures, (ix) finan-
cial management controls, (x) organizational management poli-
cies and controls, (xi) transparency mechanisms, and (xii) guid-
ance and training for public officials (OECD 1999).

3. Citing increased public concern about corruption and the
decline of confidence in government, the OECD Council on 23
April 1998 adopted a set of 12 principles intended to improve
ethical conduct in the public service. In identifying actions that
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member countries should take to ensure well-functioning insti-
tutions and systems to promote ethical conduct in the public
service, the council recommended using as a reference the fol-
lowing Principles for Managing Ethics in the Public Service:

= Ethical standards for public service should be clear.

= Ethical standards should be reflected in the legal
framework.

= Ethical guidance should be available to public servants.

= Public servants should know their rights and obligations
when exposing wrongdoing.

= Political commitment to ethics should reinforce the ethi-
cal conduct of public servants.

= The decision-making process should be transparent and
open to scrutiny.

= There should be clear guidelines for interaction between
the public and private sectors.

< Managers should demonstrate and promote ethical
conduct.

< Management policies, procedures, and practices should
promote ethical conduct.

= Public service conditions and management of human
resources should promote ethical conduct.

= Adequate accountability mechanisms should be in place
within the public service.

= Appropriate procedures and sanctions should exist to
deal with misconduct.

4. These lists are based on training material authored by
Jeanmarie Fath Meyer in 1998 for a public procurement training
program sponsored by the International Law Institute with fund-
ing from the World Bank.

5. The major costs induced by corrupt practices are sum-
marized by the Anti-Corruption Network for Transition Econo-
mies at www.nobribes.org based on information from Transpar-
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ency International (1997) and the United Nations Development
Programme (1997).

6. A public constituency “that recognizes the value of change
and dedicates itself to monitoring and defending reform strate-
gies and their leaders builds political will” (Kpundeh 1998).
Public support and political will are as essential to the develop-
ment and implementation of effective public procurement re-
form initiatives as they are to other anticorruption reform efforts.

7. Amodern public procurement law consistent with inter-
national norms is essential but not sufficient to realize the goals
and obijectives of such benchmarks as the UNCITRAL Model
Law on Procurement of Goods, Construction and Services, The
Agreement on Government Procurement of the World Trade
Organization, and the European Community’s Procurement
Directives. The Preamble to the UNCITRAL Model Law identi-
fies the following objectives:

= Maximize economy and efficiency in procurement.

= Foster and encourage participation in procurement pro-
ceedings by suppliers and contractors, and, especially
where appropriate, participation by suppliers and con-
tractors regardless of nationality, thereby promoting in-
ternational trade.

= Promote competition among suppliers and contractors
for the supply of the goods, construction, or services to
be procured.

= Treat all suppliers and contractors fairly and equitably.

= Promote the integrity of, and fairness and public confi-
dence in, the procurement process.

= Achieve transparency in the procedures relating to
procurement.

The primary objectives of the European Union’s public pro-
curement policy are “to create the necessary competitive condi-
tions in which public contracts are awarded without discrimi-
nation and value for taxpayers’ money...; to give suppliers ac-
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cess to a single market with major sales opportunities; and to
ensure that the competitiveness of the European supplier base
is strengthened” (European Commission 1996). An effective
public procurement policy is considered essential to the deliv-
ery of “long-term sustainable growth and job creation; a Euro-
pean supplier base that can exploit the opportunities of the larg-
est integrated domestic market in the world and continue to
operate successfully in global markets; and better services at
lower costs to the taxpayer and the utility customer.”
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Curbing Corruption
In Procurement

ROCKY H.T. WONG

he Varld Bank estinates that bribes or payoffs total

$30 mllionyearly. Qxruption reduces economc grow h,
di scourages foreign investnent, and wastes scarce eco-
nonic resources, since funds are dverted to prgects that
aegeedly o little or no berefit to the nasses. The pri-
vate sector nay take a nunier of neasures to curb corrup-
tion in procurenent.

Fra , professiond s inbath the pubdic ad private sec-
tors should adhere drialy to ther codes o ethics. They
shoudredizetha thereisnohonor inachievingther god's
through corrupt neans. However, it cannot be disputed
that reaching the top can be nentally and enotional |y dif-
ficut inthese hgly conpetitivetines. Fear of failure ad
failureitself nay | ead even the nost wel | - neani ng person
down the path of disillusionnent, cynicism and pessi nism
Wi le professionals nust not equate self-worth and suc-
cess wth nateria possessions, there is such trenendous
pressure to performthat nany seek to achieve their godal's
by any neans possi bl e.

Wile the fight against corruption shoud not get in
the vay of basic hospitaity, business relationships should
be strictly professiond and the exchange of gifts shoul d
syniool i ze only appreci ation and fri endshi p

Qrruption is nore difficut to acconplish when all
private sector transactions and deal i ngs are docunent ed.

83
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Docunent ati on shoul d be of 1809000 or 180 14000 stan-
dard, ensuring a high degree of quality contro. A paper
trail ensures transparency and accountability, naking it
nearly inpossibl e for corrupt practices to occur.

As narkets open up, they use a newset of |anguages
and tools. Knowedge and infornation are availabl e, yet
nany are unwlling to use themdirectly, choosing instead
to engage the services of athird party, wo nay exploit the
engagi ng partner’ s ignorance and cal | ect an exorbitant fee.

Qxruption continues to prevail largely because nost
peopl e do not have the courage to step forward and report
corruption cases tothe authorities, fearing ostraci smor the
loss of ajob. Wiile nany cases of corruption are condoned
by conardice, it isasotruetha thereporting procedureis
uclear and that thereis no certainty that a conplaint wil
be investigated seriously. Bvenif the wistle blovers' iden
tity iswthheld, they nay still fear to cone forvard, since
everything nay be traced back to them especialy if they
are in charge of privileged infornation. There are few
systens to protect infornants. Bven when such systens
exi st, woul d-be infornants nay not even know about them
The public should be tadd howto file a conplant and pro-
vided wth counseling to hel p themovercone the nental
and enotional stress of turning in a nuch-admred boss or
peer. The systemnust be “hunani zed” by naking it nore
friendy and transparent.

Rather than work al one, individua s agai nst corrup-
tion should foom*“norality cliques” a work. Then they
shoul d nake it known to “outsiders” that they cannot be
bribed. It nay be possibletorequire conpanies to deal only
wth other conpanies that a so have nora ity cliques. Qe
these cliques gather strength, nore and nore people will
wsh to deal only wth the conpani es that have them

Aneutra organi zati on shoul d be set up to investigate
coruption levels in each industry. Inline wth Transpar-
ency International’s Gxruption Rerceptions | ndex, the body
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shoul d publ i sh the rankings of the nmst corrupt industries.
V@r| d Bank research shows that countries wth w despread
corruption have gronth rates 0.5 1 0 percent |ess than that
of coutries wth little corruption. Transparency Interna
tiond likens corruption to raising the nrgnad tax rate
wthin a country: a 1 percent increase inthe nargna tax
rate is equivalent to reducing forei gn investnent by about
5 percent, since the promse of returns is uncertain ad
ureliable. Rublicizing anindex of corruption woul d spur
governnents to push industries to adopt anticorruption
practices or lose foreign and | oca i nvest nent .

Grruption inthe private sectar can be curbed. Frst,
everyone should learn to turn domn a bribe. Second, soci -
eties nust becone less nateriaistic. Business re ationships
shoul d be kept strictly professiond, al transacti ons shou d
have a paper trail, and it shou d be nade easier to inform
the authorities of corruptioninthe workpace. Bhicd in
dividua s shoud fomnora ity cliques wthinther firns,
which nust deal only wth firns that also have noraity
cliques. Lastly, aneutra organization shoud be set up to
publ i sh ranki ngs of corrupt industries.



Corruption: The Costs
for Development
and Good Governance

MICHAEL JOHNSTON

ust ai nabl e econom c devel opnent and good gover -

nance depend upon salid, lasting public-private part-
nerships. In the economc arena, private investnent and
efficient busi ness nanagenent nust be conpl enented by
strong pudic institutions such as a legd systemthat can
def end economc rignts wiilenaintaining ru es of fair com
petition, ad reliable agencies to cdlect taxes, admn ster
the custons process, and naintain a sound currency. n
the pditica side governnents need citizen participation
for guidance and legitinacy, while citizens depend upon
vigorous and honest officials and parlianents to translate
paitica nandates into effective pdicy ad essertia pub-
lic services. Nather pudic nor private intiative can reach
its full potentia wthout the support, gui dance, and—#hen
necessar y—ehecki ng i nfl uence of the other.

PUBLIC-PRIVATE PARTNERSHIPS, GOVERNANCE,
AND DEVELOPMENT

Wen we | ook at the nost successful societies today—bot h
the estadlished, affluent denocracies, and those that have
Oealt nost effectively wth the chal | enges of transition ad

87



88 COMBATING CORRUPTION IN ASIAN AND PACIFIC ECONOMIES

consol i dati on over the past decade—we find densely inte-
graed networks of pudic and private activity, interest, ad
resources. These |inkages and partnerships reflect, and hel p
sustain, a synergy that benefits and pratects citizens ad
busi nesses i n many ways. Gten they have devel oped over
nany generations, and have becone deeply enbedded i n
the econony, politics, and society. Bit howdo we build
themanew particularly in devel opi ng countries were they
nay be needed nost ? Wat i ncentives can draw publ i ¢ and
private organi zations and interests together? Viat forces
wll oppose our efforts?

Rublic-private partnerships have becone especial ly
criticd during the pest decade, as the liberdization of po-
litica and economic systens around the world and the
energence of a gl obal econony have renoved ol d restric-
tions and created new chal | enges. But the devel opnent of
bereficia partnerships is far frominevitad e opening up
politics and the econony, while a notabl e achievenent in
its om right, does not guarantee that interests in ether
arenawll refranfromexpatingtheir conterpartsinthe
other, particuarly in countries were poverty and repres-
ssonaefacts o life Wrse illict and undesirad e partrer-
ships nay be the quickest to formand, once established,
nay bedfficut toyroa. Ater dl, corytionitsdf is oe
kind of pudlic-private partnership, dbeit one wth particu
larly harniul consequences. Rdlitica |eaders nay divert
Sate resources to build up their own persona fa | owngs.
Businesses or wealthy individuals nay buy public influ
ence, accuml ating officia “clients’—defacto busi ness part-
ners, in nany cases-wthin politica and bureaucratic in
stituios. A thevery top of society, dliances between busi -
ness and governnent figures nay be so extensive that the
tw networks essential ly nerge. Such alliances nay pro-
duce inpressive growth statistics for a nuner of years,
but, over tine, corruption, alack of transparency in both
public and private dealings, and the growng inflexibility
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of these elite aliances prevent needed adaptation and can
ledtoaiss.

It is essetid, therefore, bath to buld open honest,
and beneficia public-private partnerships and to prevent
the corrupt variety fromtaking root. How todoit isanex
ceedi ng y conpl ex question, one for wi ch the answers wi |
vary ininportant ways fromone society to the next. Why
it must be done is a good ded clearer, hovever, and a this
level there are nany parallels anong the region's coun
tries. Uhderstanding how corrupti on undermnes devel -
opnent and good governance can tell us how undesirabl e
part ner shi ps devel op, and hel ps us forman agenda for re-
form Let us first consider the devel gonenta costs of cor-
ruption, and then turn to the ways in which public and
private forces can cooperate to fight corruption, and the
reasons Wiy both have a stake in doing so.

THE COSTS OF CORRUPTION

There was a tine when considerabl e debate raged over
what sone saw as the economic and political benefits of
corugtion It istruetha al corruption benefits soneore,
otherwse it woul d not take place. Mjor problens of evi-
dence are inval ved in the study of corruption because al
those who have direct knowedge of it usually share anin
terest in secrecy. Qxruption occurs in nany forns and
adgais toarage o instituwiod and socid settings, in
cluding those of nore advanced societies; thus, one
country’s corruption probl ens can differ considerably from
those of its neghbors. Nt al corystionis bribery or ex-
tortion, sone is out-and-out theft and predation. Rditica
corruption, such as extended patronage networks feedi ng
upon the pudlic payra |, are inportant, too, and the costs
of so-caled“petty corruption” invaving ordinary citizens
and |lowlevel officias can be very serious wen assessed
over tine and interns of relationships between Sate and
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society. It is worth renentering that consolidating coun
tries face a variety of interlinked pditicad and economc
problens of which corruption is but one, and that doi ng
anay wth corruption wll not guarantee denocracy and
dety fa dl.

Sill, over the past decade, inag native research ad
evi dence have contributed to a newconsensus on the harm
fu effects of corruption upon devel opnent and gover nance.
These effects are both systemc, affecting the devel opnent
of wde societies, ad specific to the situati ons confront -
inginernational firns and investors.

Systenc Hfects

The systemc costs of corrupti on becone nost cl ear
when we [ ook at whol e systens rather than at individual
corrupt transactions in isoation (Rose-Ackernan 1936).
Qrruption protects and revards inefficiency and under-
mnes accountability, in both business and gover nnent
processes, while short-circuiting honest economc conpe-
tition. Qherwse unconpetitive firns and entrepreneurs
are kept afl cat and given unearned advantages, particu-
larly as they ded wth governmnent officids, wile the re
turns to wse investnent and efficient nanagenent de-
crease. Indeed, corruption creates governnent inefficiency,
del ay, and official harassnent, as bureaucrats intent upon
increasing their incones (or sinply eking out aliving vage)
contrive newrues, delays, and requirenents in order to
extract nore paynents. Hinan resources and entrepre-
newia effart are dverted fromproducti ve activities tovard
rent-seeking, public spendingis simlarly channel ed anay
fromnuich- needed soci a servi ces such as education tovard
“bigticket” prgects like dans, arports, and road construc-
tion, where corrupt returns are nore plentiful. Grrupt
coutries are less able to use internationd ad and | cans
effectivdy, ad in the fuure wll be nore vunerable to
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condi tional ity neasures—addi ng anot her el enent of eco-
nomc unpredictability. Qrruption weakens institutions
charged wth protecting property rights, enforcing con
tracts, and naintaining fair econonmc conpetition, result-
inginharniu effects a dl levds.

Inthe paitica ream serious corruption undernnnes
the legitinacy and credibility of governnent. Qrruption
has at tines been defended as one vay palitica |eaders
can build nass folowngs, but the resut is usualy very
unequal relationships that work to the benefit of petrons.
Gtizens are kept in a state of dependency that deprives
themd red pditica choices ad dssipates their chief po
litical resource-the unified, independent force of nunbers.
Institutional checks and bal ances, and effective oversight
of bureaucrats by el ected officias, can be rendered nean
ingess. Inthe nost serious cases, corupt aliances between
€l ected and bureaucratic officia s can turn governnent into
a shakedown operation and deci sion naking into an auc-
tion Inths setting, corugt oficids and unconpetitive
firng are linked in poverful partnerships, wile efficient
enterpri ses and honest investors nust choose bet ween pay-
ing up and getting out. Vilen officia s are not account abl e
to citizens, a naj or incentive to sound economc palicy is
renoved. In such a setting, officias nay protect their per-
sonal advantages by keeping potentia conpetitors poor
and politically weak. Decision nakers who cannot be hel d
accoutab e are less predictable inther actions; not oy
does this nean that nore corruptionis alikedy resut, but
al so, as aVarld Barnk (1997) anal ysi s suggests, that corrup-
tion does the nost danage to devel opnent when its scal e
islarge adits processes are unpred ctad e.

Sone of the nost serious danage of corruptionis | ong
term and has to do wth adapting to change. A exten
sivdy corupt systemis run by, adinthe inerests o its
paiticd and econonnc beneficiaries. Bt it is ulikdy to
adapt, precisely because entrenched corrupt officias and
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their clients can preenpt political and economc conpeti -
tion. Gxruption can substitute for adaptati on and reform
inthe short run, but when change becones inevitabl e, cor-
rupt systens are less able to bend and nay break.

Crruption and the Hrm

It was once argued that nost corruption was just an
“overhead” cost of doing business in nany parts of the
world, or even pronoted efficiency by cutting through
bureaucratic del ays and buil ding palitica support for na
jor investnents. Broader effects were supposed y positive
as well, as the nost efficient ogperators woul d be the naost
able to pay the bribes. Were working price systens were
absent, corution served as a fuctional dternmative, in
fornal |y creating narket processes where they had not
existed befare.

These argunents, however, frequently rested upon the
ana ysis of hypothetica cases, or of individua corrupt
transactionsinisdaion Afule udestaxdngd the ori-
gins of corruption and of the broader settings wthinwhich
firns operate and economes devel op or | angui sh nakes it
dfficut tosustanthe argunent of corruption as an accept -
abl e cost of daing business. Rbert Kitgaard (1975 75) suns
up the analysis of the factors naking for bureaucratic cor-
ruption in a schenati c “equation’:

Corruption equals monopoly plus discretion, minus
accountability.

The equati on does not define corruption. It is not neant
to expain every corrupt action or account for honest bu
reaucrats or executives. It fits bureaucratic corrupti on nare
cosdythanit doesthepditicd. It does, honever, idetify
conditions that facilitate corruption and-ahen such cor-
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rupti on- produci ng condi tions extend across an econony—
nake it so danagi ng to devel opnent.

Essetidly, Kitgaard argues that officiads wth sde
cotrd over asigificat benefit (a license a tax deduc-
tion, a punishnent wthhel d), who can decide which cli-
ents wll and wll not receive that benefit, and wo need
asver tono oe for ther actions, areinaposition to ex-
tract paynents for that benefit. Gients nust pay up or do
wthout; there are no ather sources of berefits, no effective
rights toinvoke, and no neans of recourse. These generadl i -
zations ho d true not only when officia s actively denand
paynents, but al so when firns seek corrupt influence: if
these coditions are not present, very little corrut influ
ence Wll be availddetorent. By cotrast, were the ben
efit nay be obtai ned fromnore than one source (Wen sev-
eral tax assessors work in an area and do not cd | ude anong
thensel ves, for exanple), were discretion is linted by
extensi ve rul es and transparent operating procedures, and/
or where functionaries are genui nely accountabl e, serious
corruption is nuch less likely to occur. Rudlic-private
partnerships have proven especialy vauade in this |last
connect i on.

Qnsider theinplications of asinplified viewfor in
ternational and donestic busi ness firns. Gxrrupt nonopo-
lies harmdevel opnent, rendering real conpetition irrel-
evant or inpossible and | eaving firns open to exploitation
by officials or by erstwhil e “conpetitors” wo have rented
the officia’s nonopol y pover. Wiere officia s possess di s-
cretion and are not held accountable, their actions are un+
predictable and ureliad e, and their deci si ons need serve
no interests beyond their own. Bren a firmthat has paid
for adecisionor alicense nay find it has purchased nat h+
ing. corupt officias do not aways stay bougit. Qe it
hes paid, thefirmhesineffect paceditsdf ousidethe pro-
tection of the law and has created evidence of crimnality
that officials can use agai nst them perhaps as pressure for
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further paynents. Hbonest bidding nay do little beyond
providing val uabl e proprietary infornation to bureaucrats
and their economic cronies; bribes padwenabidis ten
dered nay only buy the opportunity to be pressured for
futher paynents later on while unqualified cronies are
g ven the inside track.

The argunent that corruption cuts through bureau-
cratic and other del ays, thus creating efficiency, rests upon
a fundanental fallacy: that thereis only afinte anount of
redtapeinthe system Gficias wo have | earned that foot-
draggi ng yi el ds corrupt paynents can becone very skill ed
a cotriving futher ddays, inspections, service fees, ad
other admnistrative harassnment. Kaufnmann and
Kal i berda’ s (1996) evi dence fromforner conmuni st coun-
tries shows that were corrupt paynents are largest and
nost frequent, del ays and inspections are more common
ad costly, nat less. Smlarly, it is doubtfu thet the nast
efficient conpetitors wll be the naest adle and inclined to
pay; nore likely the unconpetitive wll find corruption a
tenpting alternative to careful investnent and pl anning,
wile the efficient wll be operating under tighter cost re-
strictions and lines of accoutadility. The latter, wo can
conpete anywhere, wll have other, nore profitabl e, ways
and pl aces to do busi ness; they nay thus wthdrawfroma
coutry, or froma sector of an econony, rather than de-
vote naj or resources to arisky and urdiade foomaf in
fluence. Were firns have no choice but to partici pate-+n
acorupt coutry that has anatural resource not avail abl e
el sevhere, for exanplethey are likely to insist on short-
termprofits and to keep their assets as nabil e as possib e
(Keefer 199%).

The devel opnental costs are clear and significant.
Mbnopol i es built on Sate power, and nonaccount abl e bu-
reaucratic discretion, i npede both broad-based sustai nabl e
growt h and open, accountabl e governnent. Partnerships
of corrupt officials and unconpetitive firns |ikewse do
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little for devel opnent and weaken pressures upon officia s
to i nprove governance. Mawro (1997) has shown that high
levels of corruption narginal ly but consistently reduce
countries’ aggregate economc grow h, over tine denying
real opportunities to countries and business firns alike.
Fomthe standpaint of the firm the intang bl e effects o
coruption (lack of predctadlity, inadility to plan ahead,
unfai r and even destructive conpetition) as vell asits tan
gi bl e danage anount to far nore than an accept abl e over -
head cost. V@ (1997) likens serious corruptionto atax on
foreigndrect investnent, and estinates that anincreasein
corruption fromthe lowlevels of 9 ngapore to the nuch
hige levdds o Mxicoistheequvadet of a2l percat tax
oninvestnent by mitinationals. Inincreasingy conpeti-
tive g obal narkets, and in the connng environnent of in
creased busi ness transparency and puni shnents for brib-
ery nandat ed by the recent G ganisation for Economc G-
operati on and Devel opnent anti-bribery convention, such
costs wll do deep and lasting econommc harmand drive
out the very private parties wth along-termstake in bul ¢
ing anticorruption partnerships. The firng that renainin
hi gh-corruption, | owdevel opnent countries wll al so suf-
fer fromcorruption, whether they pay up or not.

TOWARD BETTER PARTNERSHIPS

Beneficia public-private partnerships cone i n nany forns.
Wat they have in common, however, is that they draw
upon the conmon i nterests of citizens, businesses, € ected
officias, and honest bureaucrats in open, honest, conpeti-
tive econommc and palitical processes, and in breaking up
the nonopal i es, the unchecked di scretion, and the | ack of
accoutadlity thet liea the heart o corruption

Sone i nval ve | awenf or cenent, i nvestigation, and pen
aties. The well-known anticorruption agencies of Hing
Kong, China, and the state of New South Vel es in Austra-
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liamt olyinvestigae dficid activities, bu dsovark wth
private firns in devising anticorruption procedures, and
intranng progas. Bih activey sdicit citizen reports
o corruption; citizens wo file such reports can be confi -
dent that the cases wil beinvestigated, andthat they them
selves wll nat suffer reprisals. For years, the Hing kKong
| ndependent Gonma ssi on Agai nst Gorruption (1CAQ al so
conducted a particul arly successful effort to informthe
publ i ¢ about corruption and to change public attitudes to
vardit. Theresut was that it dspdledthe sense that cor-
ruption was inevitable, and that nothing could be done
about it. Mich has changed in Hong Kong, China, since
1997, but 1CGAChas nade significant progress over the years
in naking anticorruption activities both a pudlic and a
private responsibility. Anticorruption agencies in Snga
pore and Botswana, anong other places, pursue sinmlar
straeg es.

Qher partnershi ps—such as strong and conpetitive
paitica partiesHnk Sate and soci ety together and foster
accountabi ity through open, well-structured conpetitive
politics. Were parties are wel | organi zed and conpetition
IS decisive-as in nany Scandinavian countries and the
Lhited Kingdom but also in Botswana and Gosta R ca—
thereis less corruption than woul d be predi cted on the ba
sis of economnc characteristics. Hre, cred bl e conmnt nents
to good governnent hel p parties wn power, and, nore to
the point, corrupt parties and governnents can | ase because
o it. Were parties are splintered dog factiod lines, o
where they collude—as in Italy, Japan, and Luxenbour g—
eectios areless decisive, parties canreta nshares o pover
and spoi | s even though corruptionis well known, and cor-
ruption levels are higher than otherwse would be pre-
dcted Mgoraus, vl | -structured pditica conpetition g ves
both officid s and private citizens incentives to act agai nst
coruption, offers the victing of corrupt pressures oppor-
tunities for recowrse, addnakes it nore difficut tosustan
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corrupt nonopolies. In sinmlar ways, open, vigorous, and
wel | -institutional i zed econonhc conpetition rewards i nno-
vation, honest nanagenent, and accountability in private
enterprises wil e naki ng the nonetary costs of corruption
less acceptad e, bath to firns and to investars. Hre, too,
pudlic and private interests cowverge credibe securities
| ans enforce busi ness transparency, ideal |y conpel |ing cor-
rugt firngtoreved ther dfficuties wile offering honest,
efficient ones the opportunity to attract private i nvest nent
nore effectively because of their good nanagenent and
noncorrupt vays of doing business. Riblic officias, dec-
tive and appoi nted, reap the rewards of sound economic
pal i cy and broad-based growth, while private investors are
nore easily able to pursue their own financial agendas.

Frivate parties can becone partners in corruption pre-
vertion in a variety of other ways. In New York Gty, for
exanpl e, bidders on public contracts go through a
“prequal i fication process” whereby they nust denonstrate
that they are not connected wth organi zed crine or ot her
corupt interests. Mre generally, Robert Qoter (1997) has
argued that were civil society is strong, private organ za
tions becone “law nerchants”: professional associ ations
can nai ntai n codes of ethics, and trade groups nay require
nentoer s to subscribe to a code of good busi ness practi ce.
Qe of the nost neglected areas of anticorruption activity
iswthinbusiness firng and private associ ati ons, were ad
nministrative sanctions or nore infornal rewards and pun-
i shnents can be applied nuch nore quickly, flexibly, and
wth | ower burdens of proof than can the | aw

Wiat nakes t hese part nerships work, apart fromgood
wll? Infact, both pudic ad private parties have strong
incentives to resist corution. On the pudic side reduc-
ing coruptionis away to (i) wn and had secure and | e
gtinate authority, (ii) conpete nore effectivdy for aidad
investnent, (iii) nake sound and effective pdicy, (iv) en
cour age broad-based grovth, and (v) take credit for doing
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sointhelong run. Honest officia s working in honest agen
cies enoy geater pudlic prestige and cred bility, ad are
better able to acconplish the goals that nay have drawn
themintopudic serviceinthefirst pace Rivateindvidu
as ad firns have an interest in reducing corruption in
order to (i) nake thensel ves less vunerable to expota
tionand arbitrary treatnent, (ii) achi eve nore dependabl e
Quarantees o rightts, (iii) reduce the day-to-day costs of
corupt transactions, and (iv) enoy the | onger-termben
efits of sound, credbe pditica and econonmc institutions.
Both pudlic and private groups have an interest inafar
legal andjudiciary system inreiade | awenforcenent, and
inbeng able to pan for the mdde to long termrat her
than worrying nostly about the next corrupt payoff.

Less wel | recognized, but equally crucia, is a shared
pudic-private interest innaintaning well-defined legti-
nat e boundaries between these two sectors, and orderly
pat hs of access between them Wien these boundari es and
linkages are in place, devel opnent in each arena can ben
efit fromthe vigor and conpetitiveness of the other, and
fromthe signals and infornation political and economc
actors send each other through their actions. Such bound-
aries aso restrain excesses and protect peopl e and groups
in each arena fromexpl oitation by the other. And perhaps
the broadest and nost essential of al pudic-private part-
nershipsistherue of lawthat systeminwhichlegitinate
|ans dovetail wth socia val ues, and enjoy both broad so-
ciad support and effective officia enforcenent. Widere this
sort of partnership exists, dong wth the athers described
a this conference, corruptioncan utinatey be contra | ed.

@Gtting peodetoseethese shared interestsisnosinp e
natter. As in Hong Kong, Ghina, the sense that corruption
isinevitable and that nothing can be done about it, nust
bedspeled It wil bedfficdt to persuade peod e that they
actual ly can plan ahead and can depend upon fair treat-
nent. Gedbleinstitutional reforns, visible prosecution of
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na or corrupt figures, and | ong-termpubl i ¢ educat i on nust
al bepart of the anticorruption strategy. Bit once percep-
tions begin to change, the costs of corrupti on-which are
long termand often i ntangi bl e~ l1 becone nore appar -
ent. Gxtaintruhs wll becone clearer to pudic and pri-
vae paties dike

e Qxruptionisarisky, ureiabe and expensive vay
togo dou ther afars.

* It does |long-termdanage to institutions, devel op-
nent, and the socid fabric.

* It leads to nore insecurity and further costs rather
than sol ves probl ens.

Wen such perceptions take hol d, peopl e i n both gov-
ernnent and society wll be nore likely to resist corrup-
tion, nat just (or even prinarily) because of fear of punish
nent, but because they knowthere is a better way-ene in
whi ch they hd d a | asting stake.
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Accountability

and Anticorruption
Agencies In the
Asla-Pacific Region

JON S.T. QUAH

orruption is a serious problemin nany countries in

the AsiaRxcific regon Indeed, the financid crisis af -
fecting severa Asiancoutriesistheresut of their govern
nents’ corruption and | ack of accountability and transpar-
ency (Backman 1999: 23-41; Del haise 1998. 47-79).
S ngapore, however, has not been seriously affected by the
recent econonnc crisis becase of its (i) effectiveness innni-
mzing corruption, (ii) good record of accoutadility, (iii)
strict regulation of the banking industry, and (iv)
Governnent’ s neasures inresponding tothe crisis. Accord
ing to Robert Kitgaard, “illicit behavior flourishes wen
agents have nonopoly power over clients, when agents
have great discretion, and wen accountability of agents
tothe principa is weak.” In other words, corruption = mo-
nopoly + discretion — accountability (1988 75). Accard ngy,
corruption can be mni mzed by reduci ng nonopol y and
di screti on and by enhanci ng accountability.

Qrruption refers to “the msuse of pudlic poner, of-
fice or authority for private benefit—through bribery, ex-

101
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tortion, influence pedd ing, nepotism fraud, speed noney
or enbezzl enent” (UNDP 1999: 7). However, an exhaus-
tive defintionincludes identification of the specific forns
of corruptionpreval ent inparticudar coutries. For exanpl e,
corugtion in Bazil refers to “illegd actions undertaken
by governnent officials to enrich thensel ves, raise cam
pai gn funds, or ‘buy’ support anong legislators, executive
oficias, o inerest groups” (Gaddes and Neto 1999 24-5).
The seven nost publicized forns of corruption during the
admni stration of Resident Fernando @l lor de Mi 1o were
(1) overpricing, (ii) eqedting paynarts, (iii) fadlitating
cotracts, (iv) riggngpudic biddngfor contracts, (v) na
npdaing regdations, (vi) sdling infornation, and (vii)
illegd fudrasing

Smlarly, “accountability’” can be defined in various
vays. Hrst, accoutadlity constitutes one of the four basic
el enents of good governance, the other three el enents be-
ing transparency, predictability, ad participation. As acore
conponent of good governance, accountability refers to
“the need for pudic officidstobe hddresposibe for de
livering particdar outputs” (Nshinoto 1997 9). It is “a
condition in which indviduals who exercise power are
constrai ned by external neans and by internal norns.” The
five types of accoutadlity are legd, fiscd, progam pro-
cess, and outcone ((hand er and Hano 1988 119). Fnaly,
there are nechani sng of “vertical accountability” such as
freedettios, afreepress, adanactivedvil sodi ety thraugh
which pudic officias are held accountabl e and “hori zon
ta accountability,” or the capacity of courts, independent
electord tribunas, anticorruption bodies, centra banks,
auditing agencies, and onbudsnen to check abuses by
other public agencies and branches of governnent. Spe-
cficdly, horizotd accoutadlityis “the existence of state
agencies that are | egal |y enabl ed and enpovered, and fac-
tud ly wlling and ad e, to take actions that span fromrou
tine oversight to crimna sanctions or inpeachnent in re-
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lation to actions or omnssions by other agents or agenci es
of the state that nay be qualified as unlaWul” (ODonnel |
1999 38). This essay focuses on the effectiveness of the
various anticorruption agencies in strengtheni ng hori zon
ta accoutadlityinthe AssiaRcific regon

ANTICORRUPTION AGENCIES IN THE ASIA-PACIFIC REGION

9 ngapor e

S ngapore vas the first Asia-Pacific country to estab-
lish an independent anticorruption agency, the Qxrrupt
Rractices Investigation Brreau (A B, in Qtober 1952. As
a Bitish caony, Sngapore relied on the Atti-Qrruption
Branch (AB) of the Gimnal Investigation Departnent
(AD of the police to contat corrupti on from Decentoer
1937, wen the first anticorruption law the Prevention of
Qorruption Odinance (PAO) was enacted. However, AB
was i neffective because the 17 G Dstaff nenbers were nore
concerned about fighting crine than corruption. Mre im
portant, ABfailed to curb corruption, especialy wthin
the corruptionridd ed pdice force. The evert that triggered
the transfer of the corruptionfighting function fromAB
to an independent agency was the discovery in Qrtober
1951 by the Bitish cdonia governnent that senior police
officers were inva ved in the opi umhi jacki ng scandal . Ac-
cordingly, (A Bwas established in Qtober 1952 and AB
abd i shed (Quah 1978. 14-5). It took S ngapore 15 years to
transfer the task of curbing corruption fromthe pdice to
an externa agency.

Hong Kong, Ghina

As Hong Kong, China, was also a Bitish cdony, its
nethod for fighting corruption was simlar to that of
S ngapore. In 1948, PA0O was introduced and the AB
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forned wthin QD of the Royal Hing Kong Foli ce Force
(RKPH to investigate and prosecute corruption cases.

AB wvas separated fromADin 1952 but retained its nane
and renai ned w thin the RKPF. However, AB was i nef-

fective as coruption “prospered at al leves of govern

nent” and the police was the nost corrupt public agency
(Pal mer 1985: 123). In 1968, AB reviewed Rd00and rec-

onmended a scrutiny of the anticorruption legislation of

S ngapore and Geylon (now i Lanka). The study team
sent to these countries was inpressed wth the i ndepen-

dence of their anticorruption agencies and attributed
S ngapore’ s success in mnimzing corruption to AABs
i ndependence fromthe police (Veng 1981: 47). The study
teams findings contributed to the enactnent of the RFre

vention of Bribery Qdinance (RB) in 1971 and the up-

grading of AB into the Anti-Qurruption Gfice (A

(Quah 1995; 401).

However, the escape of a corruption suspect, Chief
Quperintendent P.F. Godber, to Engl and on 8 June 1973 an-
gered the public and undermned ADOs credibility. The
British colonial governnent appoi nted a Gonmission of
Inquiry to investigate the circunstances that enabled
Godber to leave Hong Kong, and to evaluate PABO's
effectiveness (Kuan 1981: 39). The conmission’'s second
report dealt wth the issue of wether the anticorruption
agency shoul d be i ndependent of RKPF by stating that
the argunents for keeping ACO within RHKPF were
“largely organi zational” and the argunents for renovi ng
it “largdy pditicad and psychdogica.” The governor, Sr
Mirray MiclLehose, accepted the conmission’s advice to
consider public opinion and decided (for politica and
psychol ogi cal reasons) to create a new anticorrupti on
agency that was i ndependent of RH<FF (Kuan 1981. 40-1;
Quah 1995: 402).

h 15 February 1974, the |ndependent Conmission
Against Qrruption (ICAOQ was forned to root out cor-
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ruption and restore public confidence in the Gover nnent.
|GACis independent in structure, personnel, finance, and
pover. Before the handover of Hong Kong to Chinain July
1997, IGAC was directly responsible to the governor, to
whom the commissi oner reported directly. S nce the
handover, 1CAC has reported directly to the chief execu
tive of Hbng Kong Special Admnistrative Region and is
directly responsible tohim It took Hong Kong 26 years to
transfer the anticorruption function fromthe paice to an
i ndependent agency.

New South WA es, Astrdia

In 1988, New South Vel es (NS established its own
| GAC the first independent anticorruption agency in Aus-
tradia “fdlowng reve aions that included a prisons mn
ister receiving paynents to rel ease prisoners” (Larnour
1999 1). It began operating in Mrch 1989 to “expose and
mnimse corruption” inthe pudlic sector a atine “when
there was grow ng conmuni ty concern about the integrity
of public admnistration.” IGACs creation was triggered
by “the inprisonnent of a Chief Mg strate and a Gibi net
Mnister, trids of senar dficids ad an enquiry into the
pdiceforce leadngtothedschargeind sgace of algputy
Gnmssi oner of Police” (I1CAC 1998 10).

NSWs | CAC is based on Hong Kong, China’ s | CAG
adopting its three-pronged strategy of investigation, pre-
vention, and education. Lhlike S ngapore and Hng Kong,
Chi na, NBWVhas a conpetitive parlianentary politica sys-
tem However, NBNs ICACs structure, operations, and
anticorruptionstrategy are simlar to Sngapore’ s (A Bad
Hong Kong' s | CAC and provi de “a fasci nati ng case study
of how the 1CAC nodel can be applied to nore conpeti -
tive pditical systens’ (Johnston 1999 222).
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Qher Aticorr uption Agenci es

Table 1 provides details of anticorruption agencies in
the Asia-Pacific region. As tine and space constraints do
not pernit a discussion of all the anticorrupti on agenci es
identifiedinTable 1 or a sunmary of the research on cor-
ruptioninother coutries, the fdlowng section wll focus
on the experiences of (A Bin S ngapore and | CACin Hing

Table 1. Anticorruption Agencies in the Asia-Pacific Region

Country Anticorruption Agency Year Established
Australia Independent Commission 1988
(New South Wales) Against Corruption
People’s Republic of China  Supreme People’s Procuratorate; 1978
Central Disciplinary Inspection
Committee 1978
Hong Kong-China Special Independent Commission
Administrative Region Against Corruption 1974
India Central Bureau of Investigation; 1963
Central Vigilance Commission 1964
Indonesia Kopkamtib (National Security Agency) 1977
Malaysia Anti-Corruption Agency 1967
Singapore Corrupt Practices Investigation Bureau 1952
Republic of Korea Board of Audit & Inspection; 1963
Commission for Prevention
of Corruption 1993
Philippines Presidential Commission against
Graft and Corruption 1994
Taiwan,China Anti-Corruption Department,
Ministry of Justice Investigation Bureau 1989
Thailand Counter Corruption Commission; 1975
National Counter Corruption Commission 1997
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Kong, (hina, and NBWto denonst rat e how corrupti on can
be nmini nhzed by strengt heni ng anti corrupti on agenci es and
enforcing anti corruption | avs.

MINIMIZING CORRUPTION: WHAT NEEDS TO BE DONE?
Rliticd Wl isC@ ucid for Nlnimzing Grr uption

Riitica leaders nust be sincerely conmtted to the
eradication of corruption. They nust denonstrate exem
pl ary conduct and adopt a nodest |ifestyle. Anyone found
guilty of corruption nust be punished, regardess of his
position or status insociey. If the “big fish’ (rich ad fa
nous) are protected fromprosecution for corruption, and
only the “snal| fish’ (ordinary people) are caught, the an
ticorruption strategy wll lack credbility and be dooned
tofalue (Quih 199%5. 408).

Riiticd wll isthenest inportat prerequisite for the
success of any anticorruption strategy. The Fhilippines, for
exanpl e, has the nost anticorruption | aws and agencies in
Asiaas “it hasrelied on seven lavws and 13 anti-graft agen
ciessince its battle aganst corruption began in the 1950s”
(Quah 19%c: 9). However, it has failed to curb corruption
becasseits pditica |leaders | ack the necessary pditicd will.
Wien Qorazon Aquino repl aced Ferdinand E Mrcos as
president in February 1986, “there was high expectation
that theend of thecuture of graft and corrupti on vas near”
(Varel a 1995 174). However, accordi ng to Ledi vi na Gxri o,
Aquino's “honesty has not been natched by the political
wll to punish the corrupt” (quoted in Tinternan 1991

2H).

Riiticd wll refers to “the denonstrated credble in
tet of pditicd actas (dected o goainted |eaders, civil
soci ety wat chdogs, stakehd der groups, etc.) to attack per-
celved causes or effects of coruption a a systemc leve ”;
it is“acriticd statingpan fo swstandde ad effective
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anti-corruption progranmes” as “wthout it, governnents’
statenents to reformcivil service, strengthen transparency
and accountability and reinvent the rel ationship between
governnent and private industry renain nere rhetoric”
(Kpundeh 1998. 92).

I n assessing the inpact of anticorrupti on n@asures in
| ndonesi a, Mil aysia, Fhilippines, S ngapore, and Thai | and
in 1982 | contended that:

The effectiveness of anti-corruption measures
depends on two factors: (1) the adequacy of the mea-
sures themselves in terms of the comprehensiveness
of their scope and powers; and the level of commit-
ment of the political leadership to the goal of eradi-
cating bureaucratic corruption in the country con-
cerned. In other words, for anti-corruption measures
to be effective they must not only be properly designed
(to attack the causes of corruption in the society), but
must also be sponsored and upheld sincerely by the
political leaders. The most elaborate and well-de-
signed anti-corruption measures will be useless if
they are not enforced by the political leadership
(Quah 1982: 175, emphasis added).

Only Singapore and Malaysia employed an effective
strategy, as they had adequate anticorruption measures and
political leaders who were committed to eradicating cor-
ruption. In contrast, the Philippines’ strategy was ineffec-
tive because it lacked *“not adequate measures but rather
the political will to implement such measures and appre-
hend those found guilty regardless of their status or posi-
tion” (Quah 1982: 175-6). Finally, the anticorruption strate-
gies adopted by Indonesia and Thailand were “hopeless,”
as corruption there was institutionalized, anticorruption
measures were inadequate, and political leaders had no
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incentives to ensure that such neasures were adequate
(Quah 1982: 176).
G Indonesia, one scholar wate:

Today, not only the “bad” people but also the
“good” are so deeply implicated in dubious practices
that public demands for reform and government clean
up drives seem to have become mainly ritualistic....
Those who are well informed are also well aware that
top figures in the Suharto regime are no purer than
were their predecessors.... Corruption, in short, has
now become so institutionalised in Indonesia that its
eradication, if that were conceivable, might mean the
critical dislocation of the whole shaky national struc-
ture (Hanna 1971: 1, 7).

“The Family Firm” or “The Family Business,” mean-
ing the corruption involving President Suharto’s family,
grew without restraint during the 1980s and 1990s (Colmey
and Liebold 1999: 16-28). Toward the end of Suharto’s rule,
especially during the late 1990s, mounting public criticism
of his family’s involvement in corrupt practices culminated
in his relinquishment of power in May 1998. As the system
of corruption became so deeply ingrained during Suharto’s
32-year rule, his successors will find it difficult to eradicate
corruption. Two journalists astutely observed that “the
gualities that rank the country as the world’s most corrupt
after Nigeria won’t be erased with a change of presidency
[as]...the bureaucracy runs on miserably low salaries, so
until civil servants make a living wage, bribery will remain”
(Shari and Einhorn 1998: 32-3). However, a senior interna-
tional development worker argued that the situation had
deteriorated:

The bureaucrats sense that the game is up and
this is the last chance for them to gouge all the money
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they can out of the system. Corruption has got worse,
not better. Business sources confirmed that this was the
case, with projects being handed out to their buddies
as if there was to be no tomorrow (quoted in Loveard
[1999: 378], emphasis added).

In contrast, the situation in Thailand has improved. In
1982, | described Thailand’s anticorruption strategy as
“hopeless,” as its anticorruption measures were inadequate
and its political leaders (with a few exceptions such as prime
ministers Anand Panyarachun and Chuan Leekpai) uncon-
cerned about eradicating corruption. However, the situa-
tion improved after Chuan Leekpai replaced General
Chavalit Yongchaiyudh as prime minister in November
1997. Furthermore, the “People’s Constitution” promul-
gated on 11 October 1997 introduced several measures to
make elected politicians and public officials accountable.
Codes of conduct for politicians and civil servants prohibit
any conflict of interest. Public servants must also declare
their assets and liabilities and their income tax returns and
those of their dependents to the Counter Corruption Com-
mission (CCC) when they assume and leave office and one
year later. CCC was ineffective as it cleared 24,329 (33 per-
cent) of the 73,181 cases involving 35,836 officials submit-
ted to it for action in 1977-1996. Only 39 (0.1 percent) of the
officials investigated were suspended from service
(Dejkunjorn 1998: 2). CCC has since been strengthened to
“enable it to bring cases to court and to cover the cases of
political officials” (Jumbala 1998: 275-6).

In short, Thailand’s anticorruption strategy is no longer
“hopeless” as Chuan Leekpai is concerned about minimiz-
ing corruption, and the new Constitution has given more
powers to the National CCC. Whether Thailand’s anticor-
ruption strategy will be effective will depend on how long
Chuan Leekpai remains in office and the extent to which
the new anticorruption measures are actually implemented.
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Wo Wil Guar d the Giar di ans?

The central authorities in China sent out inspec-
tors to check up on corruption, only to find that the
inspectors needed checking on themselves. In one case,
inspectors sent to a large hotel in Shanghai were found
to have been treated to what was called an ordinary
meal. The menu: Lattice cold plate, eight tasty hors
d’oeuvres, sizzling shrimps in white sauce, plump crab
sauté, white spring abalone, chicken wings wrapped
in lotus leaves, four-color vegetables, steamed fish in
clear broth, flaming chicken-tortoise soup, Huaian
soup dumplings, boat snacks—glutinous rice spring
rolls, flaming ice cream—and Maotai. And when the
inspectors were led to the door, no doubt shakily, the
hotel presented each with a carton of foreign cigarettes
and several jars of Sparrow Brand coffee. The chief
inspector also got a top-grade cashmere sweater and
a leather suitcase—no doubt to hold all the booty. What
did the hotel get? It subsequently won the National Prize
for Quality Management (Wilson 1989: 11, emphasis
added).

How do we ensure that the anticorruption agencies
are incorruptible? The anticorruption agency must be in-
corruptible for two reasons. First, if its personnel are cor-
rupt, such corruption erodes its legitimacy and public im-
age as its officers have broken the law by being corrupt.
Second, corruption among its staff prevents them from per-
forming their tasks impartially and effectively. For example,
President Aquino established the Presidential Commission
on Good Government (PCGG) to identify and retrieve the
money stolen by the Marcos family and their cronies.
Unfortunately, Aquino’s move was viewed with cynicism
by the public as two of her Cabinet members and her rela-
tives were accused of corruption. The PCGG also became a
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target for charges of corruption, favoritism and i nconpe-
tence, and by md-1988, 5 RG35agents faced graft charges
and 13 nore were under investigation (Tinbernan 1991:
233-9).

Toesureitsincoryiblity, the anticorruption agency
nust first be contrdled or supervised by pditicd |eaders
who are thensel ves incorruptible. In Sngapore, (A B
cones under the jurisdiction of the Rine Mnister’s Gfice
(AVD andits drector reports directly to the prine nmnis-
ter. Whlike 1CGAC in Hong Kong, China, which has 1,400
officers, and ICACin NBY which has 140 officers, (A B
has only 71 officers despiteits heavy workl oad, becauseits
location wthin PMDand its legal povers enable it to ob-
tainthe required cooperation frombaoth public and private
organi zations (Quah 1995. 397). During the past four de-
cades of the Reopl € s Action Party (PAP) Governnent’ s rul e,
(A B has nminimzed corruption by inpartially i npl enent -
ing the Frevention of Gxruption Act of 1960. For exanpl e,
on 21 Novenier 1986, the director of A Binforned Rine
Mnister Lee Kuan Yewthat a conpl aint of corruption had
been nade agai nst the mnister for national devel opnent,
Teh Cheang Vén. Lee authorized the (A Bdirector to pur-
sue the case. Teh vas interviewed by a senior (A B of fi cer
on 2 Decenter 1986 for 16 hours. Three days later, Teh was
served wth a naotice fromthe Atorney General’s Qfice
requiring hmto provide GAB wthin tw weeks wth a
sworn statenent of assets bel onging to himand his famly
and details of noney or property sent out of S ngapore
during 1979-1986. h 14 Decenber, Teh conmitted sui ci de,
wthout funshing (ABwthalist of his assets. In short,
according to Lee, “there is no vay a Mnister can avoid
inestigations, ad atrid if there is evidence to sypport
one. Teh (heang VEin chose death rather than face a tria
on the charges of corruption wich the Atorney-Gnerd
hed yet to settle ( Report of the Commission of Inquiry on In-
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vestigations Concerning the late Mr Teh Cheang Wan 1987 1-
2 2r3).

AABwI| beinvestigating alegations of pditicad cor-
ruption in Sngapore as long as the Gvernnent renai ns
conmitted to mnimzing corruption. However, if the (A B
director does not have the prine mnister’s consent to in
vestigate conplaints of corruption against a nnister, ar-
ticle 22G of the Gnstitution enpowers himto continue
hisinvestigaios if he dotains the support of the e ected
president (Thio 1997. 114).

Hong Kong, Ghina's ICAC is scrutinized by several
i ndependent conmttees nade up of citizens fromdiffer-
ent sectors of the coomunity (appoi nted by the governor
before Ju'y 1997 and by the chief executive after). The Ad
visory Gormittee on Gorruption reviews | CACs overall
policy and reviews the work of the three departnents and
the Administration Branch. The work of each depart nent
is also scrutinized by an advisory coomttee. The (pera
tions Review Qnmttee focuses on the Qperati ons Depart -
nent; the Qorruption Prevention Advisory Gonrmittee, on
the Gxruption Prevention Departnent; and the Gtizens
Advisory Gommttee on Community Relations, on the
Gmmunity Relations Departnent (Allan 1992 5-6).

ICAC in NBNVis independent as its operations “are
nat suject tothedrectiond pditicians, ay pditicd party,
o the Gvernnent.” It is responsible to the NBVParlia
nent through the Parlianentary Joint Gomttee (PJQ,
whi ch consi sts of nentoers frombot h Fbuses of Parlianent.
RIC nonitors and reviews |1CACs activities and reports,
and requires the | CAC conmissi oner to give evi dence be-
foe it inpdlic hearings twee a year (ICAC Report 1997-
98: 13.

The anticorruption agency nust be staffed by honest
and conpet ent personnel . Qrerstaffi ng shoul d be avoi ded,
and any staff nentber found guilty of corruption nust be
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puni shed and di smmssed. Details of such puni shnent nust
be wdely publicizedinthe nass nediato deter others and
to denonstrate the anticorruption agency’s integrity and
cedhblity tothe pudic.

Mking Qxrr ustion a Hgrrisk, Lowr ewar d Ativity
by Puishing the Gilty

“Obviously, the only way to make people realize
that an action is sinful is to punish them if they com-
mit it.”

—A missionary in Rain by Somerset Maugham
(quoted in Palmier 1989: 21).

As corruptionis an illegal activity, corrupt individuals
should be punished. However, the probability of detection
and punishment of corrupt offenses varies in the Asia-Pa-
cific region. Corruption thrives where the public perceives
it to be a low-risk, high-reward activity. Officials’ lack of
fear of punishment was a major cause of the rampant cor-
ruption in the Soviet Union before its collapse. According
to Syed Hussein Alatas (1991: 121):

Cases of high-level corruption are rarely truly
punished. The regime has always been permissive to-
wards its ruling elite. Corruption has developed to the
extent that offices can be bought, as newspaper ac-
counts reveal. Involvement of the highest leadership
in turn causes permissiveness towards corruption. This
is the greatest cause of its perpetuation.

Similarly, even though bribery exceeding Yuan100,000
($12,000) is a capital offense in PRC, the death penalty has
not been imposed on senior party officials found guilty of
accepting bribes exceeding this amount. On 31 July 1998,
the former Beijing party chief, Chen Xitong, became the
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hi ghest -ranki ng Chi nese Gonmuni st Party nenier to be
jaledfor corruption wen he was sentenced to 16 years for
graft of Yuanss5,000 and for dereliction of duty. Gen's
sentence is lenient, as nore junior party cadres have been
given life inprisonnent or the death penalty for corrup-
tion involving snaller sung of over YuanlO0, 000 ( Straits
Times 1998 14). In shat, sena party dficdds can “short-
circut corruptioninvestigations by appealingtotheir pro-
tectors inthe party herarchy” (Roat 199 752).

In Bangladesh, the high levd of corugtionis atrib
uted nainly to the inadequate puni shnent neted out to
offenders as “bureaucrats invol ved in corrupt practices in
nost cases donat losetheir jos. \ery rardy, they aeds-
nmssed fromservice on charges pertaining to corruption.
Sill rardy they are sert to prison far nisusi ng pud i ¢ funds.
They have never been conpel ledtoreturntothe statetheir
ill-gotten vea th' (Khan 1998 36).

If coruptionistobe perceved as ahighrisk, |ovre
ward activity, governnents nust publicize through the
nass nedi a the detection of corrupt behavior anong civil
servants and politicians, and their puni shnent accordi ng
tothelawif they are found guilty. The nass nedi a r educes
corytionby eqposingit, asit “thrivesinsecrecy, axdwth
esinthe ligt” (P mer 1985 279). Negative pudicity is
an effective deterrent against corruption. Indeed, Rine
Mnister Lee Kuan Yew contended in 1987 that “the stron
gest deterrent is in a pudlic opinion wich censures and
condenms corrupt persons, in other words, in attitudes
whi ch nake corrupti on so unacceptabl e that the stigna of
corruption cannot be washed anay by serving a prison sen-
tence” (quoted in Report of the Commission of Inquiry on In-
vestigations Concerning the Late Mr Teh Cheang Wan 1987. 2.
Qnversely, governnents that “shackle the nedia,” as in
| ndonesi a under Rresident Suharto or in India during the
energency of the 1970s, “in effect [encourage] the corrupt”
(Pal nher 1985 279).
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Reduci ng ppor tuities far Qrr uption
inVul nerabl e Gover nnent  Agenci es

The civil servants, and particularly the police [in
Indonesia], refer to their duties as either wet or dry.
Wet means you have access to the fee-paying public.
Dry means you don’t. Being posted to a dry position
is about the worst fate any official could fear (Loveard
1999: 111).

The expanding role of the public bureaucracy in na-
tional development has increased the opportunities for
administrative discretion and corruption as “regulations
governing access to goods and services can be exploited
by civil servants in extracting ‘rents’ from groups vying
for access to such goods and services” (Gould and Amaro-
Reyes 1983: 17). Hong Kong, China, illustrates “the neces-
sity for the government to regulate, control and prohibit
certain activities” that provide “ample opportunity for the
corrupt in the areas of construction, import and export,
health, hygiene, safety, prostitution, gambling, drugs, mar-
kets and stalls, immigration and emigration” (De Speville
1997: 14).

In Indonesia, civil servants distinguish between “wet”
and “dry” agencies as follows:

“Wet” agencies...are generous with honararia,
allowances, service on committees, boards, and devel-
opment projects, and, recently, opportunities for for-
eign training. They are departments that deal in money,
planning, banking, or public enterprises. “Dry” agen-
cies are those doing traditional administrative work.
Perceptions of unfairness about benefits not only re-
duce staff morale, but lead to the feeling that illegal
compensation is a fair way to even out staff benefits
across agencies (Warwick 1987: 43).
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Radius Rrawro, co-ordinating economcs mnister in
1989-1993, identified the tax office and custons service as
the nost lucrative of the “wet” governnent agencies. Be-
fore the 1983 Incone Tax Law there were 48 tax rates for
individuals and 10 for corporations. As the pre-1983 tax
systemwas “entirely inaccessible to nodern accounting
practices,” Fawro observed that “the only way for tax-
payers to deternmne their tax odigations was by visiting
the tax office ad reviewng their financiad data wth a tax
officer.” As the taxpayer cou d negatiate hi s tax assessnent
wththetax officer, it ves nat surprisingthat “ajdb as atax
calector vas one of the surest roads to riches in the gov-
ernnent bureaucracy” (Prawro 1998 230-1). Smlarly, cus-
tons of fi cers had abundant opportunities for “suppl enen
tal incong” since “lIndonesi @ s custons service had becone
alavuto itsef accordng to wich the entire trade pro-
cess vas readi |y nanipu ated to serve the interests of areti-
nue of custons officias” (Fawro 1998 264).

Wil nerabl e or “wet” gover nnent agenci es nust revi ew
their procedures periodically to reduce opportunities for
corruption. Lhnecessary regul ati ons and excessi ve red tape
shoul d be reduced and cunioer sone admini strati ve proce-
dures streanhi ned (Tan 1999: 62).

Reduci ng Tenptation by Paying Rditicd Leaders
ad Qvil Sx vants Adequate Sl aries

It’s a simple choice. Pay political leaders the top
salaries that they deserve and get honest, clean gov-
ernment or underpay them and risk the Third World
disease of corruption (Lee Kuan Yew, quoted in Straits
Times, 23 March 1985).

Low salaries contribute greatly to corruption: “If the
official is not to be tempted into corruption and disaffec-
tion, clearly there is an obligation on the government to
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provide or a least alowsuch benefits as wll ensure his
loydty, onemgt cdl it aninglicit contract” (R mer 1985:
2. Smlaly, “Wwencivil service pay istoolow civil ser-
vats nay be ddigedtousetheir positions tocdlect bribes
as a way of naking ends neet, particularly wen the ex-
pected cost of being caught is low (Mwro 1997: 5).

Qrruption was a serious probl emin col onia | ndone-
sia as the Dutch East India Gonpany’ s personnel “were
under pai d and exposed to every tenptation that was of -
fered by the conination of a weak native organi zation,
extraordinary opportunities in trade, and an a nest com
pl et e absence of checks fromhone or in Java’ (Day 1966
100). Gorruption becane endemc during President
Skarno' s rul e because his “disastrously inflati onary bud-
gets eroded civil service s aries tothe pant were peod e
sinply coul d not |ive onthemand where financia account -
ability virtua ly cd | apsed because of admnistrative dete-
rioration” (Mckie 1970 87-8). I1n 1971, the dofficid incones
of Indonesian civil servants cold cover only haf of ther
essential nonthly needs. Their “sal aries and bonuses cur-
rently anount to about one-third of the anount nost of fi-
cids say they need to sustain their famlies' standard of
living’ (Swth 1971 29).

In Republic of Korea and Thailand, two naj or causes
of the ranpant corruption are vote-buyi ng and noney pol i -
tics, axd the lowcivil service sdaies (Qah 19%a 251).
Gvil service salaries in Korea are equivadent to oy 70
percent of private sector wages (Vdo- Gunmings 1995. 455
6). Jun and Yoon (199: 107) have observed that it is ured -
istic to expect Korean civil servants “to show dedication
w thout providing adequate renuneration and changi ng
the admnistrative cutue.” Lowcivil service sdaries in
postwar Thailand contributed to bureaucratic corruption
asthesesdaries were insufficient toneet inflationandd so
| over than private sector sal aries (Smanagu 19620 79-80).
fs the sdaries o Tha civil servats are still inadequete
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today, the need to inprove civil service conpensation is
perhaps nore urgent in Thailand as Thai civil servants earn
| oner wages than Korean bureaucrats.

In Spanish cdoniad Fhlippnes, civil servats vere
poorly paid and had nany opportunities for corruption
(Grpuz 1957 129). The civil service was |ess corrupt dur-
ing the Anerican coonial period as “the bureaucrats re-
cei ved higher salaries and corrupt officias were pronptly
prosecuted’ (Quah 1982 159). Their lowsd aries farce i -
prnocivil servantstosdl goods inthe office, hdd a secod
jab, teach part-tine, practice their prafession after dffice
hours, work as researchers and consultants, and resort to
petty corrupt practices (Padlla 1995 195202, 206).

The naj or cause of corruption in contenporary
Mngdiaisthe exrenely lowsd aries of its civil servats
and pditicians. The highest nonthly salary is TugeO, 113
($70.70) and the | ovest, Tug29, 297 ($34.50) (Queh 199%: 17).

Insum civil servats or pditica |eaders are nore vu -
neradetocorutionif their sdaries are neager or not com
nensurate wth their positions and responsibilities. It can
be argued that “when the people pay governnent func-
tionaries decent sdaries, they aaebwying alayer of insua
tion agai nst patronage and bribery” (Lei ken 1996/ 1997 68).
S ngapor e’ s experi ence al so denonstrates “t he i nport ance
of reducing the incentive for corruption by keepingthe sd &
ries of civil servants and paitica |eaders conpetitive wth
the private sector” for they will be nore vu nerad e to cor-
ruptionif their salaries are | ow(Quah 1989 850). Hwever,
governnents mght not be able to afford to raise sa ari es.
Mre inportant, raising sdaries aone wll not sdve the
probl emof corruptionif the governnent does not have the
paitica wll to nninnze corruption and ensure the i ncor-
rugtibility of the anticorruystion agency, and if it does nat
puni sh corrupt officials or reduce opportunities for corrup-
tionin vu nerad e agenci es.
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Pillars of Integrity:
Supreme Audit Institutions

RICK STAPENHURST

Bljldngstraginstituionsisacertrd chd lenge o de
vel opnent and a key to control | ing corruption. Anong
public institutions, suprene audit institutions (SAs) play
acritica rde as they help pronote sound financia nan
agenent and thus accountabl e and transparent govern-
nent. Hovever, their full potential to address corruption
has nat been expoited, in part because fewapreciae it.
SA's are i ndependent wat chdogs of the public inter-
est. In sone countries, they focus on pudic sectar ethics
and undertake val ue-for-noney audits. This essay (i) dis-
cusses their rdein pronoting accountability and transpar-
ency wthin governnent, (ii) considers sone of the factors
naking for effective SA's, and (iii) highights the Iinkages
betveen the audt institutions and ather “pillars of integ
rity,” notably the nass ned a and | egi sl ati ve bodi es.

HOW SUPREME AUDIT INSTITUTIONS CURB CORRUPTION

The United Nations Devel opnent Programme (UNDP)
defi nes governance as the “exercise of economic, pditicd
and admni strative authority to nanage a country’s affairs
a al leves. It conrises the nechani sns, processes and
institutions through wiich citizens and groups articu ate
ther inerests, exarcisethar legd rigts, negt thar ddiga
tions and nediate their differences... Gvernance encom
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pesses the state, but transcends the state by includng the
private sector and civil society organi zati ons.”

God governance is accountable, participatory, and
transparent. It ensures that pditical, socia, and economc
priorities are based on broad consensus and that the voi ces
of the poorest of the poor and the nest vul nerabl e are heard
indecision naking for alocation of resources. Qe of the
principal causes of bad governance is corruption. G
versely, one of the core foundations for good governance i s
accountabi lity-the obligation to account for a responsi-
bility confferred. (In governmnent, accoutability is a pro-
cess that subjects departnents and agencies to a formof
contra, requiring themto gve a genera accounting for
their actions, an essentia concept in denocratic pubic
admni stration.)

The first section of this essay defines corruption ad
shows why it is inportant to curb corruption. The second
d scusses the “pillars of integrity’—+hose institutions that
play ardeincubing corruption. The third d scusses the
role of one of the pillars—SA s—+n pronoting account abi | -
ity, transparency, and the |inkages between the audi t insti-
tutions and other pillars, notably the nass nedia and the
legislature. The final section presents sone concl usi ons
and recent devel opnents in the roe of SAs in curbing
corruption.

CORRUPTION

News nedia around the world report on corruption ev-
eryday, even in Eiurope and North Anerica, clearly dem
onstrating that corugtionis nat exclusivey, o even pri-
narily, a problemof devel oping countries.

Qxruption is a conplex issue. Wile its roots are
gounded inacoutry' s socia ad cutura history, pditi-
cal and econonic devel opnent, bureaucratic traditions, and
paicies, it flourishes viere instituti ons are weak and eco-
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nomc policies distort the narketpl ace (Wl d Bank 1997b).
It distorts economc and soci al devel opnent, by engender -
i ng wong choi ces and by encouragi ng conpetitionin brib-
ey rather thaninthe quaity and price of goods and ser-
vices. It is the poor countries—and the poor wthin them—
that can least afford the costs of corruption (Langseth,
S apenhurst, and Rope 1997). Bvi dence suggests that if cor-
rugtionis not contained, it wll grow and that once a pet-
tern of successfu bribes is instituiodized coruxt offi-
ciadswll denand | arger bribes, engendering a“culture’ of
illegdity that, intun breeds narket inefficiency (Rse
Acker nan 1996) .

Qxruption has been described as a “cancer.” It vio
lates pudlic confidence in the Sate and endangers soci a
cohesion. Gand corruption, where millions of dollars
change hands, is reported wth increasing frequency inrich
and poor coutries dike. Retty corruptionis |ess reported,
but can be equal |y danaging. Asnall bribe to a public ser-
vant for a governnent service nay only involve a mnor
paynent, but when such bribes are miltiplied a mllion
tines, their conbi ned i npact can be enornous, eroding the
legtinacy of pudicinstitutions tothe extent that eventhe
noncorrupt seelittle pant inrenaining honest (Viarl d Bank
19970) .

No country can afford the inefficiency that acconpa-
nies corruption. Wile corruption can help grease the
wheel s of a sl ownoving and overregul ated econony, it
increases the cost of goods and services, pronotes unpro-
ductive investnents, and leads to a decline inthe quaity
of public services (Guld and Anaro- Reyes 1983). Recent
evi dence suggests that rather than expediting public ser-
vice, corruption nay be nore like “sand in the wee s”:
recent corruption surveys in Tanzania, Wanda, Wkraine,
and el sewhere showthat peopl e who paid bribes to public
officias actually recel ved worse service than those wo
didnd.
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Snply defined, corruptionis the abuse of public pover
for persond gaino for the benefit of a grop. It coous &
the intersection of public and private sectors, wen pubic
ofice is dused by an officd acceting, sdiciting o ex
torting a bribe. Kitgaard (1996) has devel oped a sinple
nodel to explain the dynamcs of corruption: C (CGrrup
tion) = M(Mnopol y Power) + D (D scretion) — A (Account -
dility).

In other words, the extent of corruption depends on
the anount of nonopoly power and discretionary power
that an official exercises. Mnopoy poner can be large in
highly regul ated economes; discretionary power is often
large in developing countries and transition economes
where adnni strative rules and regul ati ons are often poorly
defined. Analy, accountability nay al so be weak, ether as
aresut o (i) poorly defined ethicd standards of pudic ser-
vice, (ii) weak admnistrative and financial systens, and
(i) ineffective vatchdog agenci es.

Successful anticorruption strategies nust sinulta-
neousl y reduce an officia’s nonopol y pover (e.g., by nar-
ket-oriented reforns) and discretionary power (e.g., by
admnistrative reforns), and enhance accountability (e.g.,
through wat chdog agencies). A national integrity system
is asystemof checks and bal ances desi gned to nanage con
flictcs o inerest inthepudic sectar adtoprovide far bath
prevention and penalty. It is conprehensive, addressing
corruption in the public sector through both gover nnent
processes (| eadership codes, organizational change) and
participation of civil society (the denacratic process, pri-
vate sector, nass nedi a).

NATIONAL INTEGRITY SYSTEMS

Appropriate economc policies, which reduce the oppor-
tunity for corruption (or, in the above nodel, “M-the
nonopol y poner of officials), are a condition for success-
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fuly curbing corruption. Guntry strategies vary a great
deal, but worldwde policy responses to corruption typi-
cadly invdve onre o nore of the fdlowng institutions o
“pllas’ (Bx 1):

e diticd wll;

o admnistrative reforns,

» “wat chdog” agenci es (anti corrupti on conmssi ons,
SA's, offices of the onbudsnan);

* leggdaues

e public anareness and i nvol venent ;

o thejudday;

» the nass nedia; and

e the private sectar.

Box 1 The Allars of Integrity
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National Integrity System
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Source: Langseth, Pope, and Stapenhurst (1997)
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130 COMBATING CORRUPTION IN ASIAN AND PACIFIC ECONOMIES

The notion of a national integrity systemwas devel -
oped by I'brahi mSeushi, president of Transparency Inter-
national - Tanzania. The concept is straightforward: the
above institutions are i nterdependent and toget her support
nationa integrity, nuch as pillars sugpart the roof of a
house. If a pillar weakens, the athers bear the increased
loed If severd vesken thelced tilts, adthe bl of “sus-
tai nab e devel opnent” ra |s off (Langseth et a. 1997).

SUPREME AUDIT INSTITUTIONS

Responsible internal financial nanagenent is crucia to
nationda inegity, bu nationd audt dfficesor SAsaethe
linchpin of a country' s integrity system As the agency re-
sponsi bl e for auditing governnent incone and expendi -
tue an A acts as avatchdog over financid integrity ad
the credhbility of reported infarnation, as vell as of per-
fornance or val ue-for-noney auditing (Anex A).

Auditing adds cred bility tothe assertions of a person
or entity renderi ng account, and provi des val uabl e i nsights
and infornation to the person or entity conferring the re-
sposibility (Anex B for abrief histoy of audting). Ar
dits are fundanental to accountability and a necessary com
ponent of public sector perfornance. They can be a cost-
effective neans of pronoting transparency and openness
in governnent operations, and contribute to inproved
governnent perfornance. The audit function contributes
to pudlic infornation about vioations of accepted stan
dards of ethics and deviations fromprinciples of legdity,
accounting, econony, efficiency, and effectiveness.

Audits can hel p curb corruption and deter waste and
abuse of pudlic funds by, for exanpl e, stopping the diver-
sion of pudlic resources for private gain. Audit re nforces
the legd, financial, and institutiona franework, which,
wen weak, allows corruption to flourish. It establishes a
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predictabl e framework of governnent behavior and |aw
conduci ve to devel opnent. 1t | essens arbitrary application
of rues andlawand sinplifies adnini strative procedures,
particularly where they hinder the snooth functioning of
narkets (Sahga 1996). It al so exposes nontransparent de-
cision naking (Vrl d Bank 1991).

Wileapehoao pdlsinindustria coutries ind-
cate that nany citizens do not trust their governnents to
avays act inthepublicinterest, SAs are wde y vi eved as
vwell situated to pronote transparency and ethical behav-
iainthar juisdctiaos. If thecurency o accoutdalityis
infornation, then transparency allows accountability to
work effectively. It focuses on pudic reporting and avail -
ability of infornation, wth the obective of naking what
governnents do nore visible (Sahgal 1996). Thus, one can
rewite Kitgaard s equationas C=M+ D- AT) tohgt
ligt that accountabilityitsdf isafunctiond transparency.

The aimof audit has evol ved beyond mni m zi ng
waste, abuse, and fraud, and ensuring conpliance wth fi-
nanci al and admnistrative | ans and regul ati ons, to val ue-
for-noney assessnents (Anex A. Audit’s potential for
proactively pronoti ng good governance is an inportant
factor inpudic sector reforns. Inadditiontoenswing that
the executive conplies wth the wll of the legslawe (as
expressed through | egi sl ative appropriations), the respon
sibilities of SA's nowinclude pronating ethical behavior,
efficiency, and cost effectiveness, and encouragi ng sound
internal financia contrds to reduce opportunities for cor-
ruption and increase the likelihood of its detection (Sahga

19%).

Audi ting Mdel s

Wile the inportance of SA's nay have increased,
there is no coomon approach to legislative auditing. The
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three basic auditing nodel s are the Napol eoni ¢ nodel , the
Véstmnster nodel, and the Board system The Fench ex-
ported the Napol eoni ¢ systemor Gours des Gonpt es nodel
to the Latin countries of Erope and to sone countries in
South Awerica and Arica It is aconpliance-oriented sys-
temthat enpl oys a | arge nuniver of nagi strates wio enj oy
judicia independence. Mbst European perfornance audits
are snal | er and | ess expensi ve than North Amweri can ones,
and nany are directed at whol e gover nnent prograns (Box
2. Yet, like Asin North Awrica, the nost sophisticated

Box 2: The European Gourt of Auditors

The European Court of Auditors, located in Luxembourg, is
responsible for auditing all European Union budgetary ex-
penditures. The court is composed of one member from each
of the 15 European Union countries. Its members’ diversity
reflects the countries’ different audit approaches. The court
is divided into three Audit Development and Reports Groups
and a Statement of Assurance Group. The Statement of As-
surance Group deals with the new requirement under the
Treaty on European Union to provide the European Parlia-
ment with an annual statement as to the reliability of the ac-
counts and the legality of and regularity of the underlying
transactions. Each group is composed of three to five mem-
bers of the court.

The court must examine the legality and regularity of trans-
actions, as well as the soundness of financial management,
and whether funds have been used with due regard for
economy, efficiency, and cost-effectiveness. The court also
assesses the adequacy of both office administration internal
systems and safeguards against fraud. In addition, it relies
on country SAls and performs joint audits with national audit
bodies.
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Bropean Asgveasigificat rdetosocia dyectivesin
determini ng what to examne.

Lhder the Vestminster system the auditor general
nakes periodic reports to Parlianent using the audit staff
of the Ofice of the Auditor Gnera (Box 3). Wile the au
ditor general is persondly responsible for the operations
o hsa her dfice thesystemis essatidlycdliegd inna
tue The auditor genera usually reports annually to Par-
lianent, although in the Lhited Kingdomand Ganada re-
porting is nore frequent. Reports concern financia state
nents and the operati ons of governnent entities, wth gen
erally less enphasis on conpl i ance, although conpl i ance
issues aenat igoredif they areidentified

The Board nodel is simlar tothe Viéstminster system
andis prevalent in Asia Indonesia Japan, and the Repub-
lic of Korea use a Board systemwth a chair and a snal |
coomttee. Like the Véstminster nodel, it is essetidly
colegad adthechairnanis de factothe auditor generd.

Inernationdl At Sandar ds

For nany years, the public sector financia auditing
conmuni ty did not observe international standards of au-
dit reporting, athoughthe Internati onal Federation of Ac-
countants (IFAQ has long published international audit
standards that have direct applicationto coomercia enti-
ties and Sate-owed enterpri ses.

Recently, however, public sector auditing standards
have gai ned acceptance. In the md-1980s, | FACestall i shed
the Rublic Sector Gnmttee (PO to focus on accounting
and auditing standards applicable to public sector audits
and accounts. | FAC PSC has i ssued nunerous pronounce-
nents that guide public sector auditors, and nany coun
tries wth professiona accounting institutes have estab-
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Box 3: The Lhited KingdomNational Audit Gfice

The introduction of performance auditing in the United King-
dom (UK) was legislated in response to the demand of Par-
liament (the Public Accounts Committee, or PAC) that au-
dited information extend beyond mere financial audit opin-
ions. Increasing parliamentary concerns about the influence
that the executive body, particularly the Treasury, retained over
the National Audit Office (NAO) created the political climate
that allowed the passage of the National Audit Act in 1983,
which gave the comptroller and auditor general (C&AG), who
report to the House of Commons (PAC), express powers to
investigate how departments use their resources (see Annex
C). Thus, the C&AG is now able to provide information about
performance and about whether or not public money has
been spent properly and for the purposes intended by Par-
liament. However, the C&AG is not entitled to question the
merits of policy objectives; examinations are focused on the
means employed to achieve the policy objectives set by the
Government and approved by Parliament.

Selection of performance audit studies is made annually
based on a variety of criteria, which include (i) the amount of
money involved; (ii) prima facie evidence of poor value-for-
money; (iii) the level of political, parliamentary, and political
concern; and (iv) the likely added value to be derived from
NAO conducting a study. The choice of audits is solely that
of the C&AG, but the views of PAC are taken into account,
and its response to the NAO report may be included in the
final report to Parliament.

NAO is one of the leading SAls and emphasizes rigorous
audits, quality assurance, and objectivity. A well-trained staff
conducts a wide variety of performance and financial audits,
with the latter having become increasingly important in the
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face of Government restructuring. During the past decade,
NAO has offered a lot of training to its staff, hired a large
number of accountants and social scientists, enabling inte-
grated audit teams—supplemented by experts from the pri-
vate sector and academia—to use multidisciplinary ap-
proaches to performance auditing by combining diverse skills
and backgrounds.

Like the United States (US) GAO, the UK NAO has identi-
fied Government savings of £270 million ($425 million)—
equivalent to £7 saved for every £1 spent on audits. From an
annual budget of $56 million, about 38 percent of NAO re-
sources are dedicated to performance auditing to produce
over 50 reports annually. The cost of performance audits con-
tinues to decline as a result of better management and plan-
ning, with an emphasis on tighter, faster, and sharper exami-
nations. Also, performance auditors have improved the qual-
ity and value of their reports through the following:

= identifying financial savings;

= adopting emerging trends such as market testing;

= using a thematic approach;

= applying rigorous methodologies that provide defen-
sible findings and conclusions; and

= contracting with private sector experts when their ex-
pertise enhances a performance audit.

Like SAls in Canada and the US, NAO undertakes internal
quality reviews of ongoing and completed work, through con-
tractual arrangements with independent quality panels. The
panels provide advice on audit issues, evidence, and report
drafting.
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lished their own public sector coomttees, which guide
adtas d pic sectar etities.

Factors for SAl Success

Severa factors have been identified wth SA success.
QO these the nost inportant are (i) a clear nandate, (ii)
i ndependence (fromthe executive and to i nvestigate i ssues
a itssdedscretion), (iii) adequete fundng ad staff, ad
(iv) sharing of know edge and experi ence.

Clear Mandates

Audi ting nandat es should be rooted in a set of rules
and boundaries agreedto by the legislature. Audit acts that

Box 4: The Internati onal Associ ation
of SQuprene Audit Institutions

The International Association of Supreme Audit Institutions
(INTOSAI), based in Vienna, Austria, is the worldwide asso-
ciation of national audit offices. It has developed its own au-
dit guidance for SAls of the world to conduct financial, com-
pliance, and performance audits. These auditing standards
were accepted and adopted at the 1992 INTOSAI conference.
The INTOSAI Auditing Standards are compatible with the
Government Auditing Standards produced by the United
States General Accounting Office in a publication widely
known as the “Yellow Book.” They can also be easily adapted
to the needs of developing-country SAls until the developing
countries are ready to develop their own standards. Devel-
oping-country SAls should make the intellectual investment
needed to understand these standards as they apply to per-
formance audits. An international auditing standards team
should be part of the research and methodology group of a
developing SAI.
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definethelegslaure s dyectives are the nost effective vay
of communi cating and aut hori zi ng an audit nandat e (Box
5. Fluetoset out axiting requrenents inlegslaion
leaves an SA wineradetocriticismthat it isexceedngits
nandate. An audit act al so ensures that the SA addresses
adl the issues that the legslaue wshes to be scrutini zed
by an i ndependent body.

In devel oping audit nandates, devel opi ng-country
SAs need to reconsider the rd e of sanctions and penal ti es.
A though they are no | onger conmon i n the Véstern worl d,
nany devel oping country institutions regu arly apply sanc-
tions and penaties. This practice creates an envi ronnent
where the auditor is feared and perhaps not respected as a
prof essional advisor who adds value to the entity. The
nodern viewis that | earning | essons frommstakes is nore
constructi ve than penal i zi ng bureaucrat s.

SAls wshing to create nandates shoul d review the
explicit perfornance-auditing nandates of other audit in
stituwions. Bfore legislation can be drafted, SA's and gov-
ernnents nust define auditing and deternmine the (i) inde-
pedence of adtars, (ii) scge of audts, (iii) etitiestobe
audted, and (iv) reporting resposibilities of audtors.

SAI Independence

| ndependence is a fundanental feature of all the in
dustriaized-country SAs. Not only is the i ndependence
of the organization clearly enunciated, but the persond
i ndependence of the auditor general or nenbers of a Gurt
o Adit is dwvays carefuly set aut inlegslaion ad ac-
knowedged in tradition. This has been true for financid
and conpliance auditing and is equally, if not nore, im
portant for perfornance auditors, because perfornance
audit reports have nore potential to enarrass a govern-
nent and its mnisters. If SA independence i n devel opi ng
coutriesisnat praoectedby legslaion o strongtradition,
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Box 5: Common Features of Audit Mindat es

The purpose of setting out an audit mandate is to assure the
legislature that it will receive independent, credible audit as-
surance and other useful information about the management
of public funds. Audit legislation often contains these fea-
tures:

= criteria for the selection of an auditor-general (comp-
troller and auditor general, president of the Court of
Accounts, chairman of the Board of Audit);
= term of service;
= provision for retirement or dismissal;
= scope of audit, when and what to report upon, which is
influenced by whether or not
— allinformation and explanations have been received;
— accounts and essential records and systems are
maintained properly;
— financial statements meet international and country
standards;
— money has been expended as intended;
— expenditures have proper authority;
— there has been due regard for economy, efficiency,
and effectiveness;
— there are appropriate systems in place to prevent
fraud and waste;
— the auditor has recommendations to improve gov-
ernment operations; and
— fraud exists;
= reasonable access to records;
= immunity from liability for the auditor general;
= requirement to report regularly rather than annually;
right to hire and fire SAl employees;
right to contract out for professional services; and
provision of adequate budget.
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the situation needs to be changed. The SA | eader shoul d
be ddetoreport drectly ad frequently tothe legslature
wthout interference fromthe executive governnent. Such
i ndependence denands freedomfor the auditor general to
audit and report as deened necessary, wWth adequate per-
sonnel and financi al resources.

| ndependence of an SN and its leader is a hal l nark of
an effective SA. If the A istoaudt the govermernt, it
nust have the authority todoits job wthout threat of re
taliation. The entity that it audits nust not deternnne how
the audit wll be conducted. The SA | eader al so needs the
status to persuade senior nenbers of the bureaucracy of
the inportance of his or her reconmendations or requests
for infornati on. | ndependence can be strengthened by in
cludng the rde of the auwdtor generd inthe constitution
of the country, as has been done in Indonesia, Inda Japan,
and Zanbi a.

In Japan, the Board of Audit is independent of the G-
net. The board has three conmissi oners who are appoi nted
by the Gabinet and attested to by the Enperor. The com
mssi oners, who hol d the sane status as Sate mnisters and
Syprene Gurt judges, hold office for a sevenryear term
and their status is assured during the term In I ndonesi a,
the chai rnan, vice chai rnan, and nenfers of the Suprene
Audit Board are appoi nted by the President on their nom-
nation by Parlianent. InIndia the conptraler and audi -
tor general is gppointed by the Rresident, and the cath of
office requires hhmor her to upho d the Gnstituti on and
the laws nade thereunder. In Ginada and India, it takes
bot h houses of Parlianent totermnate the auditor general
before the nornal retirenent tine. In Bel gium neniers
of the Qurt can be renoved only by the Chantber of Rep-
resentatives. In the WK renoval of the conptroller and
auditor genera is by the nonarch on a reso ution of bath
houses of Parlianent. Asimlar requirenent for approval
by the legslature exists in Irdand, Luxenourg, and in
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Austria, were a verdict of the Gistitutional Gurt can
asorenove the Residet. InRortugd, oy the Sate Rresi-
dent can renove the PRresident of the Tribunal de Gntas.

Ancther dinension of SAl independence is the free-
domto determne what shall be audited. In all devel oped-
coutry SA's, the executive rardy interferes in the chace
of issues to be audited. Those being audited shoul d have
no influence on the choice of wo or wat gets audited.
Li kewse, SA's need the freedomto determne what shal |
be reported. The reporting of audit findings should be the
sdedecisiond the A, nat theentity audted There shou d
be roomfor discussion and negatiation, but a the end of
the dy, it istheresponsibility of the awdt office to decide
vwiat wll be reported.

Adequate Funding and Staff

As ae dten short of fuding, especidly inthe de
vel oping world. Wiile they could be nade nore efficient,
it isunikdy that inproved efficiency woul d generate suf-
ficient savings to provide conpetitive sal aries and nodern
technology for SA's. Gvernnents wll have to consider
the adequacy of resources for nany devel opi ng-country
SA's. Buidgetary constraints ofteninhibit the upgradi ng and
nai ntenance of staff skills. Few devel oping countries set
annual targets for perfornance audit training or devise
budgets that take the cost of courses and externa training
into accourt.

SA staff nust be adequately paid and trained. Bfec-
tive SA's subscribe tothe principle of continuous devel op-
nent of their staff. To ensure high-qual ity vwork, they need
to (i) enploy qualified staff, (ii) remunerate themad
equately, (iii) enphasi ze continuous i nprovenent, and (iv)
encour age subj ect-natter expertise. For exanple, auditors
nust inprove their skills in fraud detection and i nforna
tion technol ogy through a coni nation of training, educa
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Box 6: Suprene Audit Institution |ndependence

To be effective, an external auditor must be devoid of ac-
countability to, and not susceptible to pressures from, the
clients or institutions being audited. The office should not be
a part of, or managed by, the Government department it has
to audit, otherwise a systemic conflict of interest will arise
and the door open to forms of “management.” The SAI's cli-
ents are the legislature and its subjects are the public offi-
cials entrusted with public expenditure.

Unfortunately, the SAl can be particularly vulnerable to pres-
sure from its clients, and, in most cases, the executive. To
assure its independence, the SAI should have relative free-
dom to manage its budget and to hire and assign competent
professional staff. The latter is important if the office is to
maintain its ability to match the capability of senior officials in
government.

The responsibilities of the office of the auditor general also
include ensuring that the executive

= complies with the will of the legislature, as expressed
through parliamentary appropriations;

= promotes efficiency and cost-effectiveness of govern-
ment programs; and

= prevents corruption by developing financial and audit-
ing procedures designed to reduce the incidence of
corruption and increase the likelihood of its detection.

tion, and experience (Sahgal 1996). Were prof essi onal
knowedge is required, calling on outside expertise nay
be desirabl e (INTCBA 1977).

Devel opi ng-country SAl's sel domproduce statistics on
indviduld adprgect levds of effat. Gsts aenat assi ged
toindividud s or perfornance audit prgects, and data are
not used to gauge the progress of prgects. In the absence
of project budgets and nanagenent infornati on systens,
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Box 7: Puerto Rco s Gonptrol |l er General

In Puerto Rico, the comptroller general embarked on an ag-
gressive modernization program, and the current comptrol-
ler general, lleana Colon Carlo, points to the results: her of-
fice had, by end-1996, recovered $28 million in unlawfully
disbursed funds. In 1987, for example, most of the office
employees used typewriters, manual ledgers, and adding
machines. A decade later, the office had become the best
equipped and most updated of all Government departments
(Accountadi lity, June 1997).

perfornance audits are likely to be inefficient and expen
Sive, since norecords are kept and there i's no accountabi | -
ity for proect nanagenent. In addition, nany SAs are
overstaffed wth undertrained auditors wo add littl e val ue
tothe audt process. If SAs aetominanthar credhbil-
ity, they nust apply their own perfornance audit standards
to thensel ves.

Athough SA's are often responsi bl e for conmenti ng
on the econony, efficiency, and effectiveness of gover nnent
operations, few engage in cost nanagenent thensel ves.
Mst do not track the resources that are consuned by each
audit or overall operating costs. They rarely produce bud-
gets for perfornance audit proects, audit admnistration,
or training and net hodol ogy devel opnent. None of the
devel opi ng-country SAls surveyed has a capital budget.
Tinesheets are rarely used, so there is no database for de-
termning the cost of perfornance audits, adnnistration,
or training Devel oping-country SA's shoul d devel op an-
nual training budgets and set targets for the resources to
be coomtted to training. The targets coul d be expressed
as a percentage of the office budget or as a nandat ory num
ber of days of training for each auditor and admni strator.
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In addition, requiring staff to use tinesheets woul d sim
plify the nanagenent of audit costs.

Sharing of Knowledge and Experience

Internati onal exchange of ideas, knowedge, and ex-
perience is an effective neans of raising the quality of aur
dit, harnonizing standards, sharing best practices, and
gererd ly hdpng Astofufill ther nandates. Tothi s end,
international congresses and training semnars, reg ond
and interregiona conferences, and the pudication of in
ternational journal s have pronoted the eval ution and de-
vel opnent of the auditing function (INICRA 1977). In
cressingy, SAsasoneedtoliasecl osdy wth enforcenent
oficids inaher governnent agencies to ensure that skills
and insights are shared and that they becone nore adept
at uncovering corruption (Sahgal 1996).

INCREASED ROLE OF SAIS

A good audit pronmotes good governance by i nprovi ng
public sector nanagenent. Any SAl that provides high
quality audit services can assist the legslaaure and aher
governing bodi es in hol di ng governnent accountabl e for
its stevardship of public resources. Rbdic sectar auditing
has under gone nany i nnovations. The Ganadi an Gfice of
the Auditor General has been studyi ng wel | - performng or-
gani zati ons, and conducting studies on ethics, va ues, and
learning organizations. In Erope, SAs are focusing on
audts of prograns that directly affect the pudic. SAs are
ca laborating on audits. Results-based audits and audi ts of
t he envi ronnent have recently gai ned popul arity, proving
thet adtingis nat astaic process.
Inthe devel oped vorld, SA's, fornerly nerel y observ-
ers, are beconming nore proactively invol ved in i nproving
gover nnent accountabi lity and operations. Wiile the ex-
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ecutive takes sone risk in adlowng an inforned critic to
conment on its operations and financia statenents, to do
otherwse wll considerably weaken the auditing process.
Gvernnents nust be wlling to give SA's a strong nan-
date and to provi de themthe financial and hunan resour ces
to fufill their nandate. They nust a so gve themunre
stricted access to infornation

Ater decades of experinentation wthaudit strateg es,
industrialized countries offer devel opi ng countries a num
ber of lessons in pronoting governnental accountability
(Bx 8.

Box 8: Devel oping and I nproving Audit Capacity

Countries that choose to develop and improve their audit
capacity should adopt strategies that have proven success-
ful for 30 years in some industrialized countries:

Free SAls from government interference.
Establish clear auditing mandates in legislation.

« Compensate auditors competitively to avoid costly brain
drain.

= Carefully recruit high-quality auditors from a variety of
disciplines, especially for performance auditing.

= Provide each SAl with its own training facility and audit
program.

< Document audit methodology and support with training.

= Publish reports upon audit completion, and do not wait
for the annual report.

= Produce audit reports that are clear and interesting.

= Focus performance audit reports on a few significant
topics.

= Establish quality control and quality-assurance mecha-
nisms for performance auditing.

= Attract attention to audit reports by encouraging media
interest.
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Transparency is built onthe free flowof infornation
sufficient to determne resporsibility for failure, inconpe
tence, or deceit. Auditars camnat reach a concl usion i f access
toinfornation is restricted Laws shoud elinnate barri-
ers such as a need to dbtai n permissi on to recei ve evi dence.

SAls in Japan, Gnada, India, the WK Sheden, Soain,
the Netherlands, Gernany, Ml dova, Ronania, Estonia,
Zanbi a, and the S ovak Republic have conpl ete access to
infornation. In nost advanced countries, access iS COm
plete and unfettered. Inthe U5 Fance, and the Czech Re-
public, honever, access is |inted.

SA's can hel p nai ntain and enhance the credibility of
the Saeinthe eyes of the pldic. In nany coutries, the
auditor general ishigny credible sonetines duetohisor
her persona characteristics, but nore often because of the
instituion's reputation for truhfuness, odgectivity, ad
fairness. In nany countries, good auditing contributes
geatly tothe evd ution of pudic sectar reform

SAls AND OTHER PILLARS OF INTEGRITY

The concept of an integrity system highlights the
inerlinkage betveen imstituwions, o pllas. HAs, if they
aretobe effective, rdy onaneffective |l eg sl at ure+o wom
they report—and the nass nedia, which can publicize
wongdoi ng di scovered by SA's.

The Mass Medi a

The nass nedia play a significant part in enhancing
the rde ad pldic stature of SAs. Hfective As have a
good working relationship wth the nedia. Audit reports
tend to be witten in cautious, stilted |language. But nass
nedia reports, wichareusua ly succinct addinpanlan
guage, give SA's the opportunity to convey to the public
the essertia points of anaudt findng If audt findngs
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aehgligitedinthenass neda, legslaas arelikdy to
pay close attention to them

The nass nedia al so shape the public's attitude to
vardthe audit office. SA's need pudlic support togainthe
confidence of legislators. God nass ned a rel ati onshi ps
enhance SAIS’ reputation for conpetence, independence,
and fai rness.

SAsadthe Legdau e

Threreaioshipbetveenalegslauweadits A is at
the core of the dyectives and purpose of the legislaue s
oversight function (Sapenhurst and Miler). Bfective leg
islative oversigt requires that |egslaues scrutini ze pub-
l'ic expenditures and revenues. S nce few | annakers have
theskillstodoso legslauestypcdlyrdy on Astoar
dit the pudic accounts on their beha f, requiring themto
report regdarly onther find ngs.

Inthe Vdstminster parlianentary system the reports
fromthe Ofice of the Auditor Gnera are usud ly referred
autonatically to PACfor review Inthe WK hearings are

Box 90 Qonptroller’s Gfice in Venezuel a

Prior to 1938, Venezuela’s General Accounting Office (GAO)
was a weak, powerless organization within the executive
branch. With assistance from the US, the Office of the Comp-
troller General was established and is now autonomous.
Based on the Colombian model, it is only loosely affiliated
with Congress. Like the Comptroller General in Puerto Rico,
GAO is undergoing intensive modernization. It is moving away
from ex-ante control of contracts and payments toward a
system of comprehensive ex-post financial and performance
audits (Accoutad | ity, December 1996).
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hel d al nost every week when Parlianent isin session, and
the auditor general personaly attends hearings on their
reports. Wtnesses fromgovernnent departnents and agen-
cies ae caled to these hearings, ad the audtor generd
and the other auditors attend and conment on their find
ings. PAC considers the testinony of the wtnesses and
sends its reports to Parlianent for comment and action.
Frequently, it gives reconmendati ons requiring fol | owup
action by the auditor general. Sonetines the auditor gen
erd iscaledas awtness before ather parlianentary com
nmttees, thereby alowng the coomttees to focus on finan
cia and gperational natters pertinent to their nandate.

Asimlar relationship exists between the legislaure
and SAs in other parlianentary systens. An exception is
the Qurs des nptes, where legislatures do not auto-
natically receive the SA reports (athough they nay re-
ceve areport onthe vark of the court). Rither, audt is
sues under this systemare dealt wth by nagi strates.

SAls AND RECENT ANTICORRUPTION EFFORTS

Qe institution, acting aone, cannot significantly reduce
corruption. Indeed, the very concept of anationa integrity
systemrests on the |inkages between institutions. In the
case of As, for exanple, thar repartingtothelegslaue
and their relationship to the nass nedia are i nportant.

Qorruption is a synptom of sonething gone wong
wth Sate nanagenent. The Wrld Bank defines corrup-
tionas “the abuse of pudic office for private gain.” Sxcha
definition includes bribery-+o get governnent contracts;
to infl uence governnent benefits; to reduce taxes ow ng;
to get licenses, registrations, and permts; to change or
naintain laws. The nest successful corrupt practices are
those where the bribe giver and bribe taker both gain from
the transaction
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Box 10: The Suprene Auditor Institution
and Gontrol ling Gorruption

Vinod Sahgal (1996) has identified the following steps that
an SAl can take to improve its capacity to curb corruption:

= Clarify its mandate and mission statement regarding
its role as a catalyst for combating corruption.

= Proactively promote policies that encourage ethical be-
havior in the public service.

= Actively promote improvements in the quality of the pub-
lic service.

= Strengthen their reporting and communion strategies.

= Raise the public’s awareness about ethics and
corruption.

= Work with educators to enhance communications in
schools and homes on the subject of corruption.

Adther lucrative fomof coruption is the theft o
Sate assets by thoseincharge of the assets, especid |y wen
Sate-omed enterprises are privatized. Qher forns of cor-
ruption are the pocketing of revenues and not repayi ng
advances.

Audit can be a powerful weapon agai nst corruption
and a potent deterrent to waste and abuse of public funds.
Quriously, though, fewaud tors uncover nuch fraud. Wat
they do offer is the strong psychdogcd factor of deter-
rence, which, however, is not enough to prevent corrup
tioninthe pudic sector. Reporting on corrupti on and crinn-
nal activity is required of the U5 Gneral Accounting Q-
ficeand of SAsinthe Philippines, Butan, I ndonesia, M
laysia, Spain, Ronania, Mldova, People’s Republic of
China, Estonia, Lithuania, Gernany, the Netherlands, She-
den, India, the (K South Arica, the Czech Republic, and
the Sovak Republic. The list suggests that sone devel op-
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ing-coutry SAs are ahead of their couterpartsinthe in
dustria worldin detecting corruption.

The International Qganization of Suprene Audit In
stitwiosisincreassingyinerestedincoruptionand fraud
SAl's plan to study corruption and devel op newaudit net h-
ods to prevent it as nuch as possible. They need to exam
ine whether the checks and controls devised by govern
nents to deal wth corruption are adequate and effecti ve.
Two areas where auditors have been successful is in de
tecting situations where nanagers draw pay for ghost
workers and in identifying substandard construction
t hrough i nspecti on.
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Annex A: Types of Audits

Audits can be classified into three basic types: (i) attest or finan-
cial; (ii) compliance; and (iii) performance or value-for-money
(VFM). In financial auditing, the auditor attests to, or verifies,
the accuracy and fairness of financial statements. Attest audits
result in opinions on the reliability of government’s financial
statements after the auditors gather evidence on a test basis.
Audit procedures might include comparing the results of op-
erations with planned results, checking the reliability of an
organization’s financial control systems, and checking samples
of transactions and balances.

Ultimately, the financial auditor adds credibility to finan-
cial statements prepared by an organization by providing an
unqualified audit opinion on the financial statements. Where
the auditor cannot express an unqualified opinion, he or she
will provide additional useful information to the reader of the
financial statements, explaining his or her reservations. Audi-
tors will qualify or deny opinions if (i) financial statements are
materially misstated, (ii) accounting principles are violated, (iii)
the scope of the audit was compromised, or (iv) underlying sys-
tems are inadequate to produce reliable financial statements.

In compliance auditing, the auditor asks if the government
collected or spent no more than the authorized amount of money
and for the purposes intended. The audit team reviews transac-
tions to see if the department or agency conformed to all laws
and regulations governing its operations. This includes check-
ing the spending authority contained in the annual budget and
relevant legislation.

In performance or VFM auditing, the auditor asks whether
or not taxpayers got value for their tax dollars. Often the audit
team works closely with an advisory committee of experts, who
offer advice and review audit results. Performance auditing seeks
to ensure that administrative procedures adhere to sound man-
agement policies, principles, and practices. It also looks to see
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Annex B: Historical Background

Auditing has long been an important part of public administra-
tion, going back as far as early Egypt, China, and Korea, where
pharaohs and emperors wanted to know if rice was stored and
taxes collected as reported. In 18th-century Europe, audit sys-
tems were developed that focused on compliance with rules and
regulations. In the Anglo-Saxon tradition, the notion of compli-
ance with laws was extended to auditing financial accounts and
giving opinions on the fairness of account presentations. In the
latter part of the 20th century, the notion of auditing performance
and operations emerged and became an important part of the
audit process.

In the 1960s and 1970s, legislators required reliable data to
ensure that the executive was accountable for its programs, and
taxpayers called for more efficient and less expensive govern-
ment. As a result, industrialized-country SAls made consider-
able progress in developing and experimenting with perfor-
mance-auditing methods and techniques. Criteria for measur-
ing government performance were established, methodological
approaches invented and applied, and performance indicators
developed. Concepts of significance and indicators for economy,
efficiency, and effectiveness (the “3 E’s”) were explored and de-
veloped. These efforts improved audit reporting, most notably
in Canada, Sweden, the UK, and the US. Now performance au-
diting is widespread in Europe, North America, Australia, and
New Zealand, and is emerging in Asia and South Africa.
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Annex C: SAls and Performance Auditing

Traditionally, most SAIls have exercised their function through
audits that concentrated on whether government expenditures
and operations complied with various laws and regulations. In
recent years, however, a number of SAIls have been directing
their audits—performance or value-for-money—at the economy
and effectiveness of government operations.

If auditing is to be valued by bureaucrats, it must add value
to their functions. Performance auditing, for example, adds more
value to the stock of knowledge about government operations
than financial audit opinions, which merely state whether or
not a financial statement is credible. Compliance audits, while
useful for ensuring compliance with law or casting blame, do
not add as much value as performance audits. For a modern
SAI to fulfill its role, performance auditing should be an impor-
tant mandate feature (and there should also be sufficient bud-
get and training to perform such audits). In Bhutan, for example,
the Royal Audit Authority is mandated to conduct comprehen-
sive audit, financial and compliance audits, performance audits,
and/or any form of audit as it deems proper.

Approaches to performance auditing have evolved in re-
sponse to economic and political pressures. An early approach
was to audit all the main systems used by a government organi-
zation. The theory behind this top-down, process-oriented ap-
proach was that if systems were complete and met good man-
agement standards, then processes and activities would inevi-
tably lead to good performance. However, such audits are time-
consuming, expensive, unwieldy to review, and difficult to un-
derstand.

A more modern approach is to audit projects or groups of
projects. Smaller audits have fewer criteria to meet, although
they can also focus on processes. The reports are more useful
because they focus on a few topics, and their findings and rec-
ommendations are easy to understand and practical. And, since
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the audits of projects are smaller and easier to manage, costs are
lower and reports are shorter and more frequent. Another mod-
ern approach to performance auditing is to audit a function
across a number of departments of government. Audits of per-
sonnel practices, cash management, travel, and procurement lend
themselves to this crosscutting approach.

Performance auditing has always emphasized the need to
better define government and program objectives. As govern-
ments become more accustomed to and increase their use of
performance auditing, program objectives and performance stan-
dards and targets will become more clearly stated, greatly im-
proving the relevance and efficiency of auditing. Better defini-
tions of expected financial performance, quality of service, effi-
ciency, output, outcome, and impact will significantly improve
the base of auditable evidence, thereby vastly expanding the
range of auditable activities. Performance auditing will also be-
come more efficient as computerized audit procedures take hold.

While computers have been used for many years for ad-
ministrative and word-processing activities, SAls have changed
their methods of auditing computerized agencies by employing
Computer-Assisted Auditing Techniques. These computer sys-
tems allow the auditor to download information from govern-
ment systems and audit off-line or to audit in real time. The
Canadian SAI invented Interactive Data Extraction and Analy-
sis software, which is used by many SAls to audit compliance,
financial statements, and performance.

Performance auditing will continue to evolve as SAIs gain
more experience. However, most current mandates limit the
scope of performance auditing by not allowing comment on
government policy, only on the implementation of policy. SAls
of Germany and Viet Nam are exceptions as they may comment
on government budgets. Some countries may allow their audit
institutions to expand their mandates and evaluate programs
and policies, as in the US.

A new approach to performance auditing, similar to that
used in financial statement auditing, is being promoted by
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Canada’s CCAF-FCVI, previously known as the Canadian Com-
prehensive Auditing Foundation. The Management Assertions
on Attributes of Effectiveness makes assertions on up to 12 fun-
damental effectiveness attributes, which the auditor assesses,
thereby producing a self-assessment of the organization’s per-
formance (Box A).

This approach has not yet gained widespread acceptance.
The main obstacle is convincing managers that they can offer
honest and realistic assertions without risking their careers or
exposing their organization to legal liabilities. With some ex-
perimentation, this more efficient approach may prove its worth.

Another recent trend has been to shift the focus of audits
from processes to results. As with audits oriented to examining
processes, the criteria for auditing results are developed before-
hand to ensure that findings concentrate on the “3 E’s” of op-
erational outputs, usually at the project or program level. This
approach abandons a long-held regard for processes and sys-
tems, and gets to the point of the exercise: Did the activity achieve
the intended result? Results-oriented auditing has sharpened

Box A: CCAF-FOA Atributes of Hfectiveness

< Management direction.

= Relevance.

= Appropriateness.

= Achievement of intended results.
Acceptance.
Secondary impacts.
Costs and productivity.

= Responsiveness.

= Financial results.

= Working environment.

= Protection of assets.

< Monitoring and reporting.
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the focus of performance auditing and reduced the need for field-
work and lengthy reporting procedures.

Choosing audit topics that affect the entire society or a broad
cross-section of society is yet another recent trend in some in-
dustrialized countries. With performance audit reports, politi-
cians can respond quickly to current events and concerns. In
Sweden, for example, priority is given to areas where an exter-
nal, independent, and impartial audit is expected to help im-
prove efficiency and effectiveness of government operations.
Also, as health-care costs rise around the world, governments
may well use their SAls for health-care auditing. Similarly, en-
vironmental auditing may become more commonplace.
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Denying Tax
Deductibility of Bribery
In the United Kingdom

CAROLYN HUBBARD

n My 1994, the Qganisation for Economc G- operation
and Devel opnent (CECD) adopted a recommendati on
that all nenber Sates shoul d consider crinnnal izing bribes
paid to overseas officias and ensure that tax systens do
not indirectly encorage bribery by dlowng tax relief for
bribes paid. InApxil 1996, GEDfdlowedit upwth arec-
onmendation to end tax relief for bribes to foreign gov-
ernnent officias, and, in 1997, nenber Sates signed a con+
vention crinnal i zing such bri bes.
Tax deductibility nust be tackled for two reasons:

* |f bribe-payi ng conpani es can get taxpayers to bear
part of the cost of bribery, they have | ess incertive
not to bribe

* Gvernnents nust be consistent inthe signals they
send. It is not enough to crimna i ze bribes; corrup-
tion has to be attacked on al fronts—hence, KD s
nul ti faceted approach.

onpani es are nornal |y taxed on their profits—that
is, theincone they receive | ess the expenses they incur in
earning that incone. S urtil specia rules are introduced,

161
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bribes will be deductibde to arrive a taxade prdfits, even
though they are unlikely to be clai ned openly.

THE UNITED KINGDOM POSITION
ON TAX DEDUCTIBILITY OF BRIBES

The Lhi ted K ngdomhas a general rule that busi nesses are
taxed ontheir profits. Gonpani es can therefore cla ma tax
deduction for al business expenses, unless a deduction is
specifically prohi bited by the Taxes Acts.

Inall GEDdiscussions ontheissue, the WKhas taken
a stance aganst tax deductibility of bribes. 1n 1993 it en
acted a fairly broad provision (Section 577A |ncone and
Qrporation Taxes Act [ICTA 1988) that denies tax relief
for any paynent that constitutes the conmssi on of a crim-
nd ofese Ths effectivdy dniesrdief, ine diag fa ay
paynent that violates the Rrevention of Qxruption Acts,
whi ch operate where any part of an offense is coomtted
wthin WKjurisdction

Section 577 of ICTAadso deniestax relief for any form
of business entertai ment, hospitaity, o gft, so even pay-
nents of uncertain nature nay be denied relief wthout the
need to showthat they were in any way corrupt.

The provisions folow WK crimnal |aw so that Trea
sury mnisters need not reviewthe tax lawevery tine the
crimnal lawis anended or extended. It al so neans that
they donot have toincorporate into tax | awconpl ex cl asses
of prohibited paynents since the offenses are a ready de-
finedincrimnd |aw

IMPLEMENTATION

Inplenentationis asensitive area for tax i nspectors. They
do nat vart to set thenselves up as an aternative judcid
force seskiing o crimnd activities, bu it isthar jdbto
ensure that al tax laws are i npl enent ed.
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The WK Inland Revenue' s instructions advise tax in-
spectors on the practical application of the tax provi sion—
thet is, onwet istobedenedtaxreief. They nakeit clear
that it is oly bribes were no aspect of the crine takes
place wthin IKjurisdctionthat mght be dighbe for tax
relief, provided they neet other statutory requirenents.
Bven vhen bribes are paid oversess, it is possibletha sone
part of the offense nay have taken place wthin WKjuris-
dction. For exaple, if the decisiontopay istakeninthe
WK the fact that the paynent itself is arranged overseas
does not nean that it is not a bribe under WK|aw

WK taxpayers are under an obligation to nake a com
plete ad correct return of their incone and profits ca cu-
lated accordingtotherues inthe Taxes Acts—that is, add
ing back anything that is disalovwad e under tax law The
starting point is comercial profits, conputed accordi ng
to nornal accountancy principles, but then those profits
have to be adj usted to conply wth tax law Each tax return
is screened. Uhder sel f-assessnent, each returnis checked
toidentify and anend oovious errors. It is then subected
to a risk-assessnent process. WWen an i nspector deens t hat
an error has been coomtted, the return wll be examned.

The inquiry nay be partial (examning either one or
nore aspects of risk) o ful (examning al aspects of the
return and any accounts that underpinit). Inboth ful and
partia inquiries, the inspector asks to see the underlying
busi ness records to determne areas of risk of significant
loss of tax. Ay evidence that disall onabl e paynents have
been clained as a taxable deduction are followed up to
check whether or not they were genuinely paid and are
alonableinlaw If deductions are found to be non-al | ow
abl e, taxpayers nust anend their sel f-assessnent. If they
decline to do so, the WK Inland Revenue nay nake the
ad ustnent (sugect to the taxpayer’s rigt of apped). If
infornati on about “conmissions” paid to overseas resi-
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dents energes, theinfornationis autonatically sent tothe
rel evant doubl e-taxation treaty partners.

The WK I nl and Revenue does not nonitor specifically
the di sal | onance of bribes. Gventhe range of possibl e rea
sons for adusting returned profits or | osses, such specific
noni toring woul d not be an appropriate use of scarce re-
sources. Infact, ve have alawthat rarely has to be gpplied
as such. Vkat usual |y happens is that as soon as a tax in
vestigator snells sonething fishy, the other side concedes
that the deductionis nat allonable, wthout goinginto de-
tal, ad wthoravs the clamfor tax reief.

The WK Inland Revenue night have difficulty apply-
ing the lawwthout an existing crimnal conviction but,
fotuatdy, it rardyhasto. Its generd aoproechis the sane
asfa ayinvestigaioncaese tosaisfythedjectivethat dl
expenses are genuine, and that they were for qualifying
pur poses.

To satisfy the first point, proof of paynent nnght be
requi red, which invol ves docunentati on of recipient and
net hod of paynent. Cash paynents for |arge anounts
woul d undoubtedly ring sone alarmbells and point the
inspector to a nore thorough examnation of the second
leg. the purpose of the paynent. Bven wthout inquiring
into wether or not a paynent constituted a bribe, thein
spector woul d be | ooki ng to see what servi ces were recel ved
inreturn. If there were no oovious services, the paynent
nmght be dsalloned as a gft or hospitality under Section
577. If that test vas satisfied, the paynent wou d still have
to be wadly and exclusivey for business purposes. If it
was, the inspector determines whether or not there is any
staauory restriction on the relief under Section 577A on
crimna paynents. B it rardy gets that far.

If it dd it wddbenoretricky asit isnast ulikdy
that there would already be a determnation of an offense
by the IKcourts. It is uptotheinspector tora se ay ques-
tions to help hmdetermne wether or nat relief is due
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The inspector asks a series of questions, wich places the
burden on the conpany to prove that the paynents were
legtinate If the inspectar is nt satisfied he o she can
dey therdief adleaveit tothe taxpayer to goped aga nst
the disal |l ovance. But the appeal woul d probably not cen
ter onthelegdity or crimnaity of the paynent. If the pay-
nent was dubi ous, the appeal woul d nore |ikely focus on
wether o not it wvas a gft, foo exanple, rather than on
grounds of corruption. Neverthel ess, tax deductibility
vwoul d be effectively deni ed.



Denying Tax
Deductibility of Bribery
In the Republic of Korea

KUEN HO CHANG

he nondeductibility and crimnalization of bribery are

inportant weapons intheinternationa fight agai nst cor-
ruption. Anation cannot condone bribery or, worse, subsi-
dzeit by shiftingthe tax burden to the pudic.

Gonoi ned wth other resources of the taxation aut hor-
ity, nondeductibility can help end bribery ininternaiona
busi ness. Snce the taxation authority has better access to
busi ness-rel ated infornation than crimnas and is likdy
to be nore famliar wth record keeping and accounting
requirenents, the inpl enentation of any anti-bribery | aw
depends on its active i nvol venent.

Wien confronted wth suspi ci ous expenses, tax i nspec-
tors routi nely ask taxpayers about the beneficiary, nethod,
and purpose of such paynents, which can produce | eads
for future bribery investigations. The taxation authority
nust therefore conbat corruption by introduci ng nonde-
ductibility provisioms.

ANTICORRUPTION MEASURES

The Republic of Korea signed the Qganisation for Eco-
nomc o-operation and Devel oprent (CECD) onven-
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tion on Gnbating Bibery of Foreign Riblic Oficias in
International Business Transactions on 17 Decenter 1997.
It enacted inplenenting legislation inthe formaof The Act
on Freverting Bibery of Foreign Gficias inInternationd
Busi ness Transacti ons (FBPA), which entered into force on
15 February 1999. Korea agrees wth (HD that bribery
distorts international trade and undermnes economc
gonh as well as good governance. It has either initiated
or planned to adopt a nunber of ref ormneasures to deter,
prevent, and prosecute bribery and corrupti on. These nea-
sures include the introduction of (i) the Gde of Gnduct
for Rbdic Oficids, (ii) arewhill ontherdaxaion o bak
secrecy, and (iii) an anendnent of the law on corporate
gover nance.

Aoove al, the Gvernnent is preparing draft legisla
tionfor the Aticorruption Act, which, anong ot her things,
gives the newy establ i shed Anticorrupti on Gnmttee the
legal authority to set up, oversee, and review anticorrup-
tionpdicies. The conmnttee consists of private citizens, ad
reports directly tothe Resident. It wll estadishaconre
hensi ve nethod of fighting corruption and a so reviewthe
anticorruption activities of other Governnent agenci es.

NONDEDUCTIBILITY PROVISIONS

Korea does nat al | owdeductions of bribes paid either toits
own o toforegn pudlic officias because, pursuant to A-
ticle 19.2 of the Qxporate Tax Law and Aticle 27 of
the I ncone Tax Law (wth respect toindividual taxpayers),
they do not constitute “expenses or losses that are related
to business and commonly recognized as ordinary and
nor nal . ”

Wen of fers (or donations) are nade by a conpany to
apersonwthout aspecid relationshipto the conpany, such
paynents, except donations specified by presidentia de
cree, ae not deductible if not directly comected to the
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conpany’ s busi ness (Aticle 24.1, Qxporate Tax Law A-
ticle 34, Incone Tax Law. Aticle 55 of the Eif orcenent
Decree of the Incone Tax Lawlists all tax-deductibl e ex-
pense-rel ated itens and does not include bribes.

If acrinmnal prosecutionis successfu pursuart to the
FBPA or the Gimna Qde, then a bribe is not deductible
sinceit isnot “an ordinary and nornal 7 busi ness expense.
Bven when prosecution does not result in conviction, the
taxation authority can still deny deduction if business ac-
counting records of the clainant are fa se or the paynent
canat be justified as a nornal busi ness transaction. Thus,
adenid of deductionis not contingent onether acrinna
proceedi ng or a prasecution.

Aticle 43 of the Qrporate Tax Lawand Aticle 79 of
the Enforcenent Decree stipulate that a corporation nust
conput e taxabl e i ncone, profit, and | oss i n accordance wth
corporate accounting principles laid domn in Aticle 13 of
the External Audit Law Businesses are under an obliga
tiontokeeprecords of theidetity of abeneficiary, the date
and net hod of paynent, and the purpose of the paynent.
They are also required, upon request, to submt related
docunents to atax office (Aticle 122 of the Grporate Tax
Law Aticle 82 23 of the Bforcenent Regulation). If a cor-
porati on underreports taxabl e incone by fal sifying | osses
ad experses, it islidde fo apedty of 1030 percet of
the estinated taxes and, in sone instances, is supect to
crinnal prosecution (Aticle 76 of the Gxrporate Tax Law
Aticle 118 of the Bnforcenent Decree).

WWen busi ness expenses are suspi ci ous, tax i nspectors
examne the nature of the paynents based on al the rel -
evant busi ness records in order to determne whether such
paynents can be treated as donations unrel ated to busi-
ness. Bven if the paynents are found to be a busi ness-re-
| ated expense, tax deductionis not autonatical |y secured.
Tax i nspectors wll then deternmine whether or not they are
ordi nary and nornal expenses. Uhl ess a busi ness can docu-
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nent that they are, they cannot be deducted. Furthernore,
an on-the-spot examnation wll take place if necessary
wher eby bookkeepi ng records nay be conpared wth the
actual inventories, and the tax office nay cross-check wth
rel ated parties to confi rmwhet her such expenses were ac-
tud ly incurred

OTHER RELATED MEASURES

Access to bark infornationis aninportant tod for the ef-
fective enforcenent of anticorruption laws. Korea has a
desi gnat ed dat abase wthin the National Tax Service (NI
that contains infornation reported autonatical ly by banks
wth respect totheir interest paynents (anount, tax wth
hel d, bank account to which interest accrued, identity of
account hol der together wth his or her resident regstra
tion nunber or business registration nunber). This data
bese is wilized nainy to verify tax returrs.

Furthernore, the governnent recently introduced a
newhbill that would allowthe NIS to centralize tax data
wthinthe Tax Infornati on System(Soecial Act onthe Gl -
| ection and Minagenent of Tax Infornation). The legi sl a
tionrequires anandatory reporting of tax-related data for
various govermental units and financia institutions. In
addition, the bill regures banks to keep the data on large
cash transactions for five years, and they nust provi de ac-
cess to detailed inffornation to the NIS if reguested |If
passed by the National Assently, the laww || enhance the
anlity of tax akhoritiestonanta illegd activities.

Al companies, regardess of size or type, are gener-
aly expected to observe accounting standards as set in
Aticle 43 of the Qrporate Taxation Law They are required
to use accounting standards based on an accrual basis so
that revenues and expenses nay be recogni zed as they oc-
cur. Inaddition, al econonic transactions shou d be ap-
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propriately recognized in financial statenents and the
records of all economc transactions supported by docu-
nents and evidence. The use of nonexistent expenses or
of f-the-book accounts or transactions wll thus be deterred.

Aticles 5 and 13 of the External Audit Lawrequire
the FH nancial Supervi sory Gnmssi on to establ i sh account -
ing and auditing standards, wiich al conpanies that fall
under the External Audit Law nust apply. Furthernore,
Aticle2d the Externa Audit Lawrequires jont stock com
panies wth total assets worth W billion or nore (over $6
milion) to hire external audtars in addtion to internd
stautory auditors.

Aticle 10 stipdates that if externd audtors becone
anare of anyillegad acts contravening | ans, decrees, o the
articles of incorporation, and such acts have been conmnt -
ted by an officer incomecti on wth corporate business, they
shal | notify the statutory auditors and report such fi ndi ngs
a the general sharehd ders’ neeting. Inaddition, externd
auditors nust report any accounti ng omssions, fa sifica
tios, o fraud to stauay adtors.

On 8 Septenber 1999, inan effort to enhance the trans-
parency and efficiency of business operations, the Gm
mttee on Gorporate Gover nance proposed the Mdel S an-
dard, a new gui del i ne on corporate governance. The Gov-
ernnent is preparing draft |egislation on corporate gover-
nance based on this proposal .

The Mbdel Sandard provides that publicly traded
corporations wth assets of nore than VI trillion (about
$300 mil lion), pudic conpanies, and financia institutions
nust establish anaudit coomttee. Two thirds of the audit
coormttee, including the chairnan, shoul d be i ndependent
external board directors vhere the coomttee consists of
nore than two nenfbers. |If external auditors discover any
illidt agivitiesa ayimdcaiond anilled at, they ae
encouraged to natify the prosecutor’ s office.



172  COMBATING CORRUPTION IN ASIAN AND PACIFIC ECONOMIES

CONCLUSION

A successful fight against bribery requires nore than the
sinple crimnalization of bribery, as corruption thrives on
secrecy and silence. Akey e enent in an effective anticor-
ruption canpai gn i s the adoption of adequate accounting
requirenents and tax audit gui del i nes gui ded by the i npl e-
nentation of best practices.

Tax authorities can and should play an active rde in
conbati ng bribery. Gnpared to judicial authorities, they
are likedy to have nore experience and skill in detecting
illega business transactions. They aso naintain a wde
range of data and infornati on that can be used to counter-
act bribery and corruption nore effectivey.

Bven before signing the GED anti-bribery conven-
tion, Koreatreated bribes as non-tax-deducti bl e extraordi -
nary expenses unrel at ed to busi ness. Hwever, inan effort
tosignal its coontnent to the war agai nst corruption, the
Gvernnent isgving carefu cosiderationtoahb |l expic-
itly pronbiting the deductibility of bribes.



Measures to Fight
Corruption

CARLOS R. ALINDADA

orruption has becone a naj or gl obal concern. The 1998

Qrruption Rerceptions Index ((A) rel eased by Trans-
parency Internati onal, covering 85 countries, ind cates that
coruptionis perceived to be a problemnot only of devel -
oping nations but a so of countriesintransitionand indus-
tria countries. About 50 countries did not even get a score
o S5onascded 1 (nest corrut) to 10 (least coryx). My,
includi ng countries fromArica, Asia, and Gntral and BEsst-
ern Brope, gat ascore of less than 3. Sone | eadi ng i ndus-
tria countries (Itay, Bdgum and Japan, for exanple) are
percel ved to have serious corruption problens as wel | .

In addition to its noral inplications, corruption has
devastating effects on a country’ s econonic devel opnent ,
busi ness, and professions. It increases the costs and risks
of doi ng busi ness. It reduces investor confidence and | ow
erscoutry credt ratings. It casts dots onthecredhility
of busi ness, governnent, and the prof essi ons.

An inportant weapon in the fight agai nst corruption
i's pronoting disclosure and transparency in busi ness op-
erations through record keeping, internal contra's, and ex-
terrd adt.
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PROPER RECORD KEEPING

As aninfornation system accounting coll ects quantitative

and qualitative infornati on about a busi ness enterprise and

conmuni cates it toawde variety of users. The better the

system the higher the quality of infornation it generates.
A basi ¢ probl emconcerns records that

o fail to record inmroper transactions (for exanpl e,
rebates fromsuppl iers or dscounts that are dverted
toaspecid fud);

o disguise the inproper nature of transactions (for
exanpl e, ki ckbacks that appear as | egiti nat e adver-
tising expenses); and

o corectly set forth the anounts of transacti ons but
fal torecord qualitative aspects that wou d reved
thar illegdity o inmoxiety (for exanple large
paynents to consu tants, affiliates, o enpl oyees for
unspeci fi ed servi ces).

Requi ring conpani es to keep records that accurately
adfarlyreflect financid transacti ons inreasonad e cetail
woul d prevent the recording probl ens nornal | y associ at ed
wth inproper transactions. A good accounting system
records al vaidtrasactions in sufficient detail to pernnt
accurate classification wth the actua anouts, and cor-
rect presentation of transactions and related disclosures in
thefinancial statenents, wi ch deter inproper transacti ons.

Afurther deterrent is punishnent of the guilty, wth
sufficiently harsh sanctions against not only the conpany
but a soaganst any officer, drectar, o stockhd der respon+
sible for record keeping or who approved the transacti ons
for record ng.
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ADEQUATE INTERNAL CONTROLS

The reliability of a conpany’ s books and records depends
toalage dgee onthe effectiveness of itsinernd cotrd
system Internal contro s are the procedures and techni ques
that nanagenent enpl oys to saf eguard the conpany’ s as-
sets ad assue the rdiadility o its finacd recads. The
principal purpose of these techniquesis tocotrd the pro
cessing of transactions. Such techni ques are distingui shed
fromthe accounting systemitsel f, wichreferstothe series
of tasks by which transacti ons are processed or recorded.

To contra the processing of transacti ons through the
accounting system nanagenent can enpl oy techni ques
that can be categorized into (i) prevention ad (ii) detec-
tion. Rrevention techni ques permit only valid transacti ons
to be recogni zed and processed. For exanpl e, the conpany
nay require that conmssi ons to forei gn agents or consul t-
ants be properly authori zed bef ore bel ng processed. Thus,
invalid transactions are identified before processing. Be-
tecti on techni ques (periodic reconciliation, conparison, or
adysis, fo exanple) idetify eras or irregdarities that
nay find their way into the system For exanpl e, the com
pany nay “benchnark” the nornal selling price for prod
ucts purchased to help identify inflated prices charged by
a vendor, wiich would all owfor the paynent of a ki ckback.

It shoud be kept in mnd, honever, that al account-
ingandinternal contra systens have i nherent limtations.
Due to hunan error, no accounting system no natter how
vel | designed and nai ntained, is perfect. Bventhe best in
ternal control systemcannot prevent or detect enpl oyee
col l usi on or nanagenent circunvention of the system For
exaple it isdfficdt to detect off-the-book schenes per-
petrated by nanagenent where funds used for illegal pay-
nents are not drawn fromthe regul ar, known bank accounts
of the conpany and where the paynents do not appear
anywhere on the books and records.
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Afurther deterrent is requiring nanagenent to attest
in areport to sharehol ders on the adequacy of the
conpany’ s internal control s. Gonpani es i n son@ countri es
such as the Lhited Sates nowi ncl ude a nanagenent report
intheir annual report to sharehd ders stati ng nanagenent’ s
evaluation of internal control. To add credibility to
nanagenent’ s assertion, they nay engage an external au-
ditor to examine and report on nanagenent’ s eval uati on
of the conpany' s interna contral .

EXTERNAL AUDIT

Sone think that an external audit shoul d uncover or detect
illegd acts or fraud However, statistics showthat oly 2
percent of total frauds discovered cane to light through
i ndependent auditing (Abrecht et a. 1994): 50 percent were
di scovered by accident; 30 percent, exposed by whistle
bl overs; and 18 percent, detected by interna auditing. This
ind cates that those inthe best positionto ucover fraud o
illegal acts are people wthin the organization. Mst cor-
rupti on schenes are laid bare, thanks to tips fromhonest
and disgruntl ed co-workers or vendors.

Athough an external audit nay deter illegd acts, it
canot detect or prevent them for three reasons. FHrst, the
nain purpose of afinancial audit is to provide an opinion
on the fairness of the presentation of financia staenents
in accordance wth generally accepted accounting prin
ciples. Auditing standards require that auditors assess the
risk of nateria nmsstatenent and design the audit to pro-
Vi de reasonabl e assurance of detecting significat errors,
fraud, or illegd acts. Auditars can provide a reasonabd e
assrance, but not aguarantee, that thefinancia statenents
are free of naterial msstatenents. However, they cannot
et illed ats par se

Second, the deternination of wether anact is, infact,
illegal is ordinarily beyond the auditors’ conpetence. Be
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cause of their training and experience, they nay suspect
that sone transactions areillegd, but the find deternna
tiond illegdity is generd |y based on the advice of an ex-
pert such as a lawer or nay have to be determned by a
caut.

Third, auwdtors can detect oy certain types of illegd
transactions, nainly those that have a naterial effect on
determini ng fi nancial statenent anounts, such as noncom
pliance wth accrual or recognition of expense for incone
taxes. Illegd acts rdaing to an etity' s goeraios (price
fixing, food and drug admnistration, for exanpl€) rather
than its financial and accounting systemare not nornal |y
Oetected by auditars as the acts are outside the scope of a
regdar finacid audt.

Wien auditors determne that anillegal act has or nay
have occurred, they consider the possible effects on the fi-
nancial statenents. They informthe appropriate level of
nanagenent or the audit coomttee of theillegal acts that
have cone to their attention. It shou d be noted, hownever,
thet falwetodetect illegd acts o fraud does nat necessar-
ily nean that the audit was bel ow standard. Absol ute as-
swrance inauditing is not attainable due to the fdlowng
fadas:

 Miny operations-related laws and regulations do
not have anateria effect onthefinancia statenents
and are not captured by the accounting and i nternal
control systens. Generally, the farther renoved an
illegd act is fromthe events and transactions ordi -
nerilyreflectedinfinancid staenarts, thelesslikdy
the auditor is to becone avare of the act or to recog
nize its possible illegaity. Exanples are noncom
pliance wth environnental protection |laws and
regu ations.

» The effectiveness of audit procedures is affected by
theinherent |imtations of the accounting andinter-
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nal contrd systens and the use of sel ective testing
procedures. For exanpl e, detecting ki ckbacks is dif-
ficut largdy becasse thereis nodrect pgoer tral in
the books and records of the conpany whose em
pl oyee reca ves the ki ckbacks. It isolyintherecords
of the conpany payi ng the ki ckbacks, which is not
usual |'y the conpany to whi ch the audi tor has access.

* Mich of the evidence availabletothe auditor is per-
suasi ve rather than concl usive in nature.

* Illegal acts nay invove conduct designed to con-
ced it, swchascdlusion, ddiberaefaluetorecad
transactions, senior nanagenent override of con
trds, or intetional msrepresentation

Because illegal acts and fraud are grow ng i n nunier
and scal e, nany accounting firns now provide a “foren
sic’ type of accounting service or fraud exanmnation ser-
vice that can better fight corruption. “Forensic” account-
ingisarapdy growng speciaized servi ce concerned wth
Oetection, investigation, and prevention of financia crine.
It enconpasses financial expertise and know edge of fraud
and of the lega system Such services are not conducted as
part o theregdar finacia audt but are specid services
render ed upon request .

CONCLUSION

Measures to pronote good business practices such as
proper record keeping, adequate internal contra's, and ex-
terndl audts to prevert, deter, ad detect illegd acts are
certanyinportant inthe fight against corruption. Eua ly
inportant istheir enforcenent. Gxruption in business can
not be reduced wthout reducing corruption in the total
envi ronnent i n whi ch busi ness operates, includingin gov-
ernnent or the regul atory agencies that enforce the | aw
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Qxruption is perceived to be nore prevalent in de
vel oping countries. Dpes this indicate that a country s
vedth o lack of it, isthe baroneter of a peopl € s honesty?
Lhder conditions of poverty, wll honesty prevail when
acquiring noney even in unlanful ways is often dictated
by the need to survive rather than by greed? Soul d anti -
corrupti on neasures therefore seek to uproot the cause of
corugtion, by edpingtoraisethe standard of living of the
poor ?

The vol untary disclosures of questionabl e paynents
nade by US conpani es in the 1970s gave the world an in-
di cation of how huge the anounts of inproper paynents
toforeign officias were. The (IBForeign Gxrupt Fractices
Act vas theresult of these disclosures. Intheintense g o
bal conpetitionfor noitibillionrddla cotracts in construc-
tion, tel econmunications, and pharnaceuticals, we can
only surnmise howw despread corruption i s three decades
later. The question renai ns: Vo i s nore responsi bl e-t+he
payor or the payee?
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Combating Corruption
In the Asian and Pacific
Economies

TUNKU ABDUL AZIZ

he Asi a Pacifi c reg on has been econonncal |y and fi nan

cialy savaged to an extent that would have been un-
thinkab e three years ago. Soething, quite clearly, has gone
horribly wong. The “economic mracl € we were so qui ck
to proclaimto anyone prepared to listen was supposed y
the product of our superior Asian val ues.

ECONOMIC MIRACLE: ASIAN VALUES?

Innany parts of Asia, these val ues, however articul ated or
defined, vere for decades cynicaly expoited by pditicad
and corporate | eaders to legitinmze sone of the worst ex-
cesses in both social and economc terns. The cutti ng-edge
product of our Asian values turned out to have a particu-
larly short shelf life Asian vdues, like the Asian curen
cies, have since been nercilessly devalued Wat atragc
end to years of sel f-deception and del usi on. A harsh j udge-
nent, perhaps, but ajust verdct.

Asian values as enunciated by their great propo
nets, particdarly in Mlaysia, Rypudlic of Korea, Thai-
land, and, to a nuch | ess degree, 9 ngapore, have proved
to be nothing nore than an el aborate prop for wat has
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turned out to be a nora ly indefensible and corrupt heri -
tage, one grounded in conpl ete and utter disdainfor trans-
parency and accountability in natters that have public in
terest inplicatioms.

THE NEW GLOBAL RULES

As Asia begins a neweconomc life cycle, it has to adapt to
a fast-changing gl obal environnent. The i nevitabl e gl obal -
ization of our economes farces us, effectivdy, topay by a
conpl etely newset of rules of engagenent. These are de-
nandi ng rul es; transparency and accountability in busi ness
transactions are aprerequisite. Thereis not gaing to be any
hal fway house. V& are either conpletely in or conpletely
out of the goba gane. It thus nakes enornous sense to
put our house in order, get owr act together, and adopt uni-
versal |y accepted best practices, whii ch denand nothing | ess
than the highest degree of transparency and accountabil -
ity inbusiness transactions, andin professional and corpo-
rate behavi or.

ETHICS IN BUSINESS

Qe of the nost pressing issues facing the corporate com
nntyisbusiness ethics, asuject thet isatractingagea
deal of world attention. There is growng avareness that
bad governance, whether inthe public or corporate sector,
cotributes drectly to coruption. Al of us shou d be con
cerned about the inpact of bad governance on hunanitar-
ian, ethicd, ad uilitarian gounds. There i s anpl e evi dence
to suggest that corruption, wich has its roots in unethica
behavi or, distorts devel opnent, undernines and conpro-
nmses a soci ety s integrity, and di srupts narket operations.
It inpoverishes ordinary nen and wonen who are de-
prived of those benefits that shoul d, inthe ordinary course
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of events, accrue tothem Wiat canthe private sector doto
hel p reduce corruption?

For a start, identify wndows of opportunity for cor-
ruption and close themsnartly. This can best be done by
examning and reviewng rul es, regul ations, systens, and
practices wth a viewto renderi ng themnore ef f ecti ve and
transparent. Thisis cruciad not only as a neans of i nprov-
i ng busi ness confidence but al so of ensuring that the sys-
tens in place are nat open to abuse.

A ROLE FOR THE PRIVATE SECTOR

The private sector nust play its part in devel oping a sus-
tainabd e business clinate so that it is possible to conduct
busi ness wthout corruption. It nust put its omn house in
order, for exanple, by adopting voluntary codes of con-
duct. Better still, it shoud devd op and adopt a netiond
code of business ethics, specificdly pronbiting bribery. It
shoul d ook closely at Transparency International’ s Integ
rity Pact, wichrequres dl parties biddng for a contract
gveawittenundertaking that they wil not pay abribein
order to secure the contract. Awy breach of this undertak-
ing wll sugect the offending party to crimna prosecu
tion. In 9ngapore, for exanple, severa local and overseas
conpani es, anong them Gernan and Japanese, that acted
i nproperly have been prosecut ed successfully and barred
frombidding for severa years.
Adopting the Integrity Pact as part of a national code
o business ethics dfers geat berefits inthat the costs of
doi ng busi ness wthout bribery are inevitably a great dedl
less than they would otherwse be. BEhical business prac-
tice renaves uncertainties and distortions. The corporate
sector should go a step further and pressure gover nnent
to becone either a sigatary to the Qganisation for Eco
nom ¢ (o-operati on and Devel opnent (CGED) convention
thet crimndizes the bribery of foreign officds o, better



184 COMBATING CORRUPTION IN ASIAN AND PACIFIC ECONOMIES

still, adogt simnlar legslaionas part o the coutry s ati-
coruptionlas. Thiswll clearly sigd that corrustion in
any shape or form whether coomtted donestically or in
ternationdly, is not part of the business equation in your
country.

CHALLENGES FOR THE CORPORATE SECTOR

Qrporate life is not just about nanaging risks, naking
sound i nvest nent deci sions, or coping wth economc im
ponderabl es. Mre to the point, it is about what business
leaders in particuar can do to bring about change for the
better, toincrease the levds of avareness of the insid ous
nature of doing business wthout due attention to ethica
busi ness behavi or. Ahigh degree of integrity and account -
abilityis asdutey essertia for devel oping and strength-
eningour nationa integrity systens. Gearly, the corporate
sector hes aninportant rdetopay inthis aeagvenits
inportat placeinnatiod life

It is novwddy recognized that integrity has anim
portant bearing on the economc well-being of a nation.
Ve do not need to | ook farther than the current crisis af -
flicting nany countries inthe reg onto see the connecti on.
V¢ have seen how countries in our region that consi gned
integrity, transparency, and accountability to the back seat
ae still paying aheavwy price for their abuses.

The private sector is, by ad large, opportunistic and
reactive, takingits cue fromwt it perce vesto bethe cur-
rent pditica, social, and econonc trends in the environ
nent in wich it operates. It nust learn to devel op and
apply long-termproactive strateges. It nust be nore in
vol ved i n encouragi ng and sustaining the virtues of greater
transparency and accountability as a basis for good corpo-
rate behavi or.

It can and often does nake a significant contribution
tothe general good. Reter Hgen, chairnan of Transparency



AZ1Z =« Combating Corruption in the Asia-Pacific Economies 185

International, has argued that wiile it is governnents that
have a fornal responsibility to reformnational and inter-
national integrity systens, the private sectar has a uni que
input to nake. It is the domnant engi ne of the econony,
and no anticorruption or good governance canpai gn can
be sustained against the opposition of the corporate
comuni ty.

REFORMING FOR SURVIVAL

It isencowragngtonatethat the private sectar inthe Asia
Pacific region is beginning to be concerned about the co
| ossal danage caused by corruption to nany national
economes. It is equally concerned about declining stan
dards of personal and pudlic behavior. Inthe current eco-
nomc clinate, the very survival of the private sector de-
pends on howseriously it faces up to the need for conpre-
hensi ve reforns of the banking and financial narket op-
erations. Schreforns areinpace greater transparency in
coporate financia reporting, greater protection of nhnor-
ity sharehol ders, and nore stringent disclosure require
nents are adwviously al steps inthe rigt drection The
private sector nust continually chall enge operating sys-
tens, policies, and procedures hitherto accepted wthout a
nrnor irrespective of their nerit o virtue. It isinterrd
weaknesses rather than externa influences that are a the
heart of the Asiancrisis.

CONNECTIONS: A WAY OF LIFE?

In the AsiaPRacific regon, were connections are every-
thing, neniers of the corporate community nust ensure
that these relationships do not develop into crony capital -
ismleading to the consolidation and entrenchnent of a
patronage systemwth al that this inplies. Forner Thai
Frine Mnister Khun Anand Panyarachun is critical of the
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systemof patronage because it is not based on nerit and
can be dead y when the alocation of capita, goods, and
services is pred cated on specia favors recel ved and g ven.
This runs counter to good corporate behavior, the corner-
stone that hdds in place transparency and accountability
inou national integrity systens.

CONCLUSION

The corporate sector occupies a specia place in the eco
nomc and socid lifeof anation It is the domnat eng ne
of the econony, and because of its influence on the com
nnity, it ones it toitsef and the wder constituency to
regu ate the behavior of its nenbers so as to conformto
the needs and expectations of a just and caring soci ety of
wichit isawvtd pat.



Encouraging Good
Corporate Behavior

DAVID LYMAN

he International Chanber of Commerce (1 QD speaks on

behd f of enterprises dl over thevrld It is nade up of
national coomttees and i ndividual nenters in 133 coun-
tries. National and | ocal chanters of conmerce are invited
tojoanthenationd chapters dongwth other nati ond -1 evel
| eadi ng busi ness organi zations. In 1946, 1 CQC was grant ed
the highest consultative status wth the Lhited Nations
(WIN and its agenci es.

IGCans to pronote an open international trade and
investnent system It nakes rules and governs the con
duct of business across borders and provides essential
services, forenost of wichis the ICInternational Gurt
Abitration

ICC AND EXTORTION AND BRIBERY

The 1977 | GC Report on Extortion and Bribery recogni zed
the need for a conprehensi ve programto confat corrup-
tion fromboth the supply and denand si des. Detail ed rec-
onmendat i ons for action were nade at three levels: inter-
national agencies, national governnents, and the busi ness
conmuni ty. For the busi ness coomunity, the Riles of Gon-
duct to Gonibat Extortion and Bribery were drafted to serve
as abesis far coporate sdf-regdaion
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The report, however, was a factor in a dspute over
aproposa to estabish a pand to investigate alegations
d infringenent of the Riles of Gnduct. This dispute,
coupled wth the decline in interest in anticorruption
reforns during the 1980s, limted the inpact of the 1977
repart.

Wi | e 1 QC pronot es accept ance and conpl i ance wth
its Rles of Gnduct, it does not pdiceits nenfers. It hes
no disci plinary function wth respect to nonconpl i ance, and
does not nonitor the behavior of its neners. 1 GCstudies
and guides its nenbers who seek know edge and infor-
nation about corruption. It links up and consults wth nany
international organizations and its own national chapters
and i ndi vi dual nenbers to expose and fight corruption.

In response to the discl osure of avave of bribery scan
das inthe 1990s, 1 estabished a coomttee in 1994 to
revisit the 1977 report and nake recomnmendations. The
new report was adopted by the I GC Executive Board in
1996. It consists of three parts: Reconmendations to G-
ernnents and International Qganisations; Riles of Gn
duct to nbat Extortion and Bribery; and 1 QC Fol | ow up
and Pronoti on of the Rl es.

Therepart statesthat dl enterprises (prdfit, nonprofit,
Sate-omed, parent, or subsidiary) shoud folowthe law
of the countries where they were established and operate,
and abserve bath the letter and spirit of the Rles of G
duct. ICCisaaretha thishasicprincipeishardtoinpl e
nent, but attenpts to do so are astarting pant in contet -
i ng corruption.

The 1977 rules prohibited only paynents in conj unc-
tion wth “obtaining and retai ning busi ness.” The revi sed
rues pronibit extortion and bribery for any purpose, and
coruption in judicial proceed ngs, tax natters, and envi-
ronnental and other regul atory proceedi ngs:
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* Atide I Etortion
No one nay, directly or indirectly, denand or
accept a bribe

Aticle 2 Bibery and “K ckbacks”

The IQC prohibition of bribery has been broad-
ened to bar not only ki ckbacks but a so ather tech
ni ques, such as subcontracts and consul ting agree-
nents, that channel paynents to governnent of fi-
cadds, thar rdaives, o ther business assod aes.

Aticle 3 Agents

Paynents to agents areto be limted to “appro-
priate remuneration for legitinate services.” m
panies are required to ensure that agents do not pay
bribes. The restriction on agents’ conpensation is
inportant because |arge paynents to agents are a
conmon way to channel bribes to officials.

* Aticle 4 Fnancia Recording and Auditing
“@f the books” slush funds or secret accounts
are prohibited. Independent systens of auditing
shoul d be established to bring to light any transac-
tions that contravere the ru es.

Aticde5 Resposibilities of Eterprises

Enterprise-governing bodies are to establish
and naintain proper systens of control, conduct
periodi ¢ conpli ance reviews, and take appropriate
action against any director or enpl oyee contraven
ingtherues.

Aticde6 Riiticd Gniribution

The rues also provide that poitica contribu
tions nay be nade only in accordance wth appli-
cablelaw that al requirenents for pudic dsclosure
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shall be fully conplied wth, and that all such con
tributi ons nust be reported to senior corporate nan
agenent .

 Aticle 7. Gonpany des
(onpani es shoul d draw up thei r own codes of
conduct, comsistent wth the ICrues, talored to
the particu ar circunstances of their busi ness. Gm
panies need to devel op clear paicies, guddines, ad
training prograns for inpl enenting and enforcing
the provisions of their codes.

ICC FOLLOW-UP PROGRAM

The IGC S anding Gnttee on Extortion and Bribery pro-
notes w despread use of the Riles of Gnduct and sti nu-
| ates cooperation between governnents and world busi -
ness. It works wth 1GC national coomttees in 65 coun
tries to encourage their conpanies to adopt the ICCrul es.
It al so serves as aninfornation cl eari nghouse and conduct s
or participates in senmnars designed to pronote the rul es.
Aprinary project is to hel p | GC nenter conpani es appl y
the rues to their own contexts. The adoption of a corpo-
rate code of conduct isolyafirst step. To ensure that the
code of conduct effectively contrd s corporate behavior wil
require devel oping wthin each business entity a com
pliance programthat addresses practical issues like limts
on gfts and enterta nnent, sel ection and supervision of
sales representatives, and conmuni cation and trai ning
pr ogr ans.

The Sanding Gommttee works wth the Qgani sation
for Economic -operation and Devel opnent ((EXD), the
V@rld Trade Qgani zation, and other internati onal organi-
zations to express its views on and share its experiences in
deal ing wth extortion and bribery. It a so encourages 1CC
national chapters towork wth their national gover nnents
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to enact or strengthen | egislation contating extortion and
bri bery.

The 1GC Sanding Gmttee on Extortion and Bib-
ery aso pubdished Fighting Bribery—A Corporate Practices
Manual, a common- sense handbook for nanagers and di -
rectors. It provides gui dance to conpani es to draft, update,
or suppl enent their own codes of corporate conduct. It al so
incorporates the 1997 (ED and other international con
ventions and resol utions, adding nateria s on noney | aun-
dering and private-to-private corruption, wich were ex-
cluded in the 19% ru es.

OTHER ANTICORRUPTION ORGANIZATIONS

Many nongover nnent or gani zati ons (N33), individual s,
agenci es, organizations, and governnents have either
worked on their own and/or conbined their efforts to com
bat corruption. They include Transparency Internationa,
the UWBAID Center for Denocracy and Governance, the
Varld Bank, the International Mnetary Fund, the Eiro-
pean Parlianent, UN the Quncil of BEiurope, and the Asian
Devel opnent Bank, to nane but a few

Ainportant stepistheratificationof the GBD G
vention on nating Bribery of Foreign Rublic Gficias
in International Business Transactions, which cane into
force on 15 February 1999. Sone key provisions concern
naking bribes to foreign officials nontax-deductibl e,
noney | aundering, extradition, nonitoring, and fol I ow up.

CONCLUSION

The 1990s have seen rapidy growng donestic and inter-
national anticorruption novenents. Gover nnent, busi ness,
ad civil society recogn ze that corutionis asocid, eco
nomc, and political evil. They nowenphasi ze responsi bl e
gover nance, enpower nent, transparency, accountability,
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and decentraization, wth the hel p of the nass nedi a and
publ i ¢ opi nion. Previousl y unnenti onabl e and unpubl i sh-
abl e governnent and busi ness scandal s are now the stuff
o head i nes.

Bibery and other forns of corruption are no | onger
oficidly tderated in nest societies. Athough they will
never be elimnated, they can be kept wthin reasonabl e
bounds. This, however, requires hard work and coopera-
tionanong individual s, organi zations, civil society, N33,
and gover nnent s.



Company Codes
of Conduct

MICHAEL N. DAVIES

onpany codes of conduct, while providing ethical prin

ciples and standards that gui de enpl oyees, agents, sa es
representatives, cosutants, ad dstribuors, are insuffi-
cient tostop coruption ontheir ow. Qten the codes are
pidic-reaions exercises wthlittle o nopracticad inpect,
and nay sinply serve as a neans to shield top nanage-
nent fromresponsibility for their subordi nates actions.

Sone conpani es have a code of conduct that sits on
the shelf wth no process for inplenentati on. They do not
noni tor conpl i ance wth the code and have no system of
sanctions against those wo vidate it. Qly an effective
conpl i ance programcan transl ate a code of conduct into a
true expression of a conpany’ s ethical culture and nake it
atoo for governing enpl oyees’ conduct.

ESTABLISHING A COMPLIANCE PROGRAM

An effective conpliance programshoul d foster a corpo-
rate cuture that entraces good busi ness ethics and good
corporate citizenship. The conpliance programassists a
conpany to nake its code of conduct areaity and helps to
showthat a conpany has used al | reasonabl e neans to di s-
cour age prohi bited behavi or.

An effective conpliance programhas the fol | ow ng
feaures:
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a statenent of corporate pdicy;

e a conmtnent to the palicy;

» provisions for dissemnati ng the code t hrough edu-
cation and trai ning;

* aroad nap that shows what enpl oyees shoul d do

when they have a concern;

a process for dea ing wth such concerns; and

a systemfor nonitoring conpl i ance.

STATEMENT OF CORPORATE POLICY

A conpany shoul d have a fornal, witten code of conduct
directing conpliance wth the conpany’ s ethical standards,

using sinpl e | anguage and transl ated into | ocal | anguages.
It shoud dothe fdlowng

* Provide guidance on conplying wth international
and national laws and on naking difficult ethica
chai ces.

e Incorporate inputs from enpl oyees, workout ses-
sions, and focus groups.

* Include i nfornation and docunentati on required to
support retention of foreign sa es representati ves.

The last requrenent is particdarly inportant, as in
ternational sales representati ves earn conmissi ons, wich
aeuwud |y apercentage of thesades price. If they engagein
illiat activities, sdesregresetaives coddtanshthe repsr
tation of the conpany and even cause it to be subjected to
crimnal prosecution. The conpany shoul d thus establish
criteriaand procedures for sel ecting and conpensating sa es
representatives.
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SHection of S es Ry esentati ves

It istheresponsibility of saes nanagers to determne
whet her a conpany needs i ndependent agents. They al so
determne the agents’ qualifications and reconmend can-
didates for the job. They conduct a thorough background
check of each candidate, collecting detailed infornation so
that the conpany can eval uate nat only the candidates’ fi-
nancial standing, but a so their conpetence to discharge
the requred services, and their reputation for integity. A
good reputationis built onthe fdlowng

good standi ng i n the busi ness conmuni ty;

sound busi ness practi ce standards;

axsence o coflicts of interest;

good rel ationships wth potentia custoners;

good governnent rel ations; and

favorabl e apprai sal s from enbassi es and ot her
irstituiams.

(onsi derabl e i nfornati on nay be obtai ned by havi ng
candidates conplete a witten application, which should
elicit infornation concerning the fo |l owng:

the nature and history of the applicants’ busi ness;

Oetails of the owership and principal officers and
nanagers of their firm

representati on of other conpanies (wth a principa
cotact far each);

dficefadlities ad stdf;

afiliated conpani es;

busi ness or personal rel ati onshi ps wth the proposed
cust oner ;

principal product lines hand ed for other enterprises;
and

ay litigaioninvdving their activities.

195
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The conpl eted appl i cation shoul d a so i ncl ude perti -
nent narket infornation, financial statenents, financial
references (including banks and principal suppliers), and
genera references (such as other conpanies that the appli -
cants have represented). It shoul d be acconpani ed by an
authorization for the rel ease of infornati on fromthe refer-
ences the candi dat es have provi ded.

S es nanagers shoul d be satisfied that applicants un
derstand the conpany’s “no bribery” policy. Applicants
shoul d acknow edge the policy in witing and promse to
conply wthit.

Al es nanagers shoul d not nake the final decision by
thensel ves. Ater selecting suitabl e cand dates, they shou d
submt a witten recoomendati on to a senior officer such
as the finance nanager or conpany counsel. The recom
nendat i on should clearly establish the need to enpl oy an
agent and set forth the sal es nanagers’ conments, not only
on the conmerci al and techni cal conpetence of applicants,
but aso on the proposed agents’ reputation for integrity
(including a sunmary of conments received fromthe | o
ca enbassy, custoners, and other enterprises represent ed).

The docunent shoul d justify the proposed conpensa-
tion and be acconpani ed by a copy of the application. The
reconmendat i on shoul d al so contai n the sal es nanagers’
certificaionthat thecad datefirmisrepuadd e quaified
and suitable for appoi ntnent, consistent wth the
conpany’ s standards of business integrity. It should a so

stipuate that the agent wll conply wth the conpany’ s
code of conduct.

Gonpensat i on

Gonmi ssi on paynents in excess of reasonabl e com
pensation for legtinate services rendered create not only
the tenptation but al so the opportunity for an agent to pay
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abribetosecure acontract. The conpany shoul d therefore
consi der est abl i shi ng speci fi ¢ conpensati on gui del i nes t hat
set conmission rates on a sliding scae, wth the conms-
sion percentage declining as the contract val ue i ncreases.
(onpensat i on recommendations wthin the guidelines
shoul d be docunented in the sal es nanagers’ witten rec-
onmendat i on, taking into account the followng factors:

* services to be provi ded;

* past perfornance;

» the agents’ conpet ence and resour ces;

o conplexity of activities or transacti ons i nvad ved;

e duration and nature of contact wth the custoner;
and

* prevailing rates for such services in the narket
ser ved.

QGui del i nes and procedures shoul d be established in
relation to the nethod, currency, and pl ace of paynent of
sal es agent conmssi ons. Al paynents shoul d be by check
payabl e tothe agent andinstrict conformty wththe wit-
ten agreenent. No cash paynents shoul d be nade under
any ci rcunst ances, and financi al nanagers of the conpany
should ensure that accurate records are kept, show ng
details of all conmissi on paynents. Conpani es shoul d al so
conduct annual reviews of all paynents nade to sal es
representatives.

“ Féd H agsn

It isinportant when eval uating prospective sa es rep-
resentatives towatch out for “red flags,” wiich nay serve
as advance varnings of potertia illegd activitiesor vida
tions of conpany policy. Secifically, the conpany shoul d
be on guard if a proposed sal es representati ve
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e does nat reside in the sane country where the cus-
toner or the prgect is located,

* does not have any significant business presence
wthinthe country,

* represents other conpanies wth a questionabl e
reputation,

* requests that the conmnssion be paidinathird coun
try or into a nuniered bank account or to sone ot her
person, or

* requires paynent of the conmission, or a signifi-
cant portion thereof, in advance or inmediately
upon avard by the custoner of the contract to the
conpany, and

o arives onthe scere just before the contract is about
to be avarded.

Qher signs of questionabdl e activity can be

» a custoner who suggests that a bi d be nade t hrough
a specific sd es agat,

» aconmssion that seens unusual ly largeinrel ation
to the services provided, ad

 arequest for anincrease in the agreed conmissi on
inorder to “take care’” of sone peopl e.

If any of the above or ather “red flags” are identified,
they shoul d be thoroughly investigated and satisfactorily
resol ved before proceeding wth the appoi ntnent of sal es
representatives.

The code of conduct shoul d hel p enpl oyees conpl y
wthinternational and nationd |aws and regul ati ons as vl |
as other sound business practices. It shoud reflect the
ethical culture of the conpany and the conpany’ s busi ness
practice. The establishnent of a corporate policy
and procedure is the very basis far bhuildng a cuture of
conpl i ance.
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UNIVERSAL COMMITMENT TO THE POLICY

It isnat sufficient toestadishacutue o copliace sim
ply by adopting a conpany policy. Mnagenent nust
“wal k-the-talk.” Al levels of conpany nanagenent —
mdl evel and |ine nanagenent, particularly senior nan
agenent, including the chief executive officer—nust en
dorse the policy and be coomtted toit.

Al enpl oyees shoul d denonstrat e a personal conmt -
nent to abi de by the conpany’ s palicy, perhaps inthe form
of a docunent, which should be signed at the tine of hir-
ingand periodca |y thereafter. Sd es representati ves shou d
aso sign a simlar witten acknowedgnent. Failure to
conply wth this coomtnent shoul d be a valid reason for
termnation.

EDUCATION AND TRAINING

The provisions of the code of conduct nust be effectively
conmuni cated to al | enpl oyees t hrough vi deos, brochures,
the conpany’ s web site, interactive videos, business neet-
ings, senior nanagenent cormuni cations, and enpl oyee
notices. Upon being hired, all new enpl oyees shoul d be
introduced to the poicy and trained to conply wthit ac-
caoding totheir job. Rfresher training courses shou d be
gventoal enpl oyees onaregu ar, ongoing basi s, and each
training session shoul d be docunented as to content and
at t endance.

THE NEED FOR A ROAD MAP

A conpl i ance programnust provi de a nechani smor a cl ear
road nap of what enpl oyees should do i f they believe that
conpany policy isbeingvioated It nust allowenpl oyees
torase questions o report vidations wthot fear of retri-
bution (if the report is nade in good fath). Brery effort
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shoul d be nade to respect an enpl oyee’ s desire for confi -
dentiality, athoughit nay not be possible for the conpany
to guarantee it in every instance.

It should be nade clear that concerns should be re-
ported pronptly to those wthin the business unit (the hu
nan resource nmanager, financial nanager, or conpany
cousdl ) for reviewand investigation, or, if the enpl oyee
prefers, outside the business unit to the conpany onfuds-
nan. If the problemreoccurs or the enpl oyee feel s that it
has not been satisfactorily resd ved or addressed, the em
pl oyee shoul d rai se the concern to another person.

The appropri at e conpany per sonnel shoul d pronpt |y
investigate any indication that either the lawor conpany
paicy has been vidated. For reasons of privilege it nay
be desirable that the investigation of serious vidations be
conduct ed by conpany counsel or under counsel’s super-
vi sion and direction.

Wien i nstances of vid ation are substantiated, respon
sibility should be determned and disciplinary action im
posed. Dsciplinary action for a vidation shoud be pro-
portionate to the seriousness of the breach and consistently
applied wthout favoritismor hias.

Masures shoul d al so be taken to ensure that a vida
tion does not occur again. Qxrective action could include
reformor inprovenent of the practices or processes that
enabl ed the vidaiontooccr inthe first pace as vl as
further training and educati on.

MONITORING COMPLIANCE

Moni toring systens should prevent violations and
pronptly detect violations when they occur. A system of
internal control s and record keepi ng shoul d ensure that the
books accuratel y refl ect the conpany’ s transacti ons. Mni -
toring should be ongoi ng and done periodically through
nanagenent actions and audit prograns. Mwnagers shoul d
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review policy conpliance wth their direct reports, and
busi ness | eaders shoul d periodical ly report to senior nan
agenent and the board of directors.

Auditing for Qnpliance

Asystenatic reviewof the conpany’ s conpl i ance pro-
grans i s necessary especid ly in areas were vid ations are
nost likely to occur. FAnancia audits perforned by the
conpany’ s internal auditors or by i ndependent accountants
shoud seetoit that the conpany’ s accounting and contral
pr ocedur es conformto conpany policy and to i nternati onal
and national requirenents. A conpliance audit shoul d
verify the fdlowng:

* Gxporate policies and the conpany’ s code of con-
duct are provided to al enployees, including all
recently hired enpl oyees. Mthods of poicy dis-
semnat i on shoul d be revi ened.

» Epl oyees are taught the conpany’ s code of con-
duct and rel evant substantive | egal requirenents.

* Mdations of |aws and conpany palicies are inves-
tigated, and cul pabl e enpl oyees, incl udi ng nanag-
ers, aedscipined consistertly.

Soecid attention shoul d be focused on activities that
have given rise to probl ens and areas were questi onabl e
practi ces nay occur.

Feriodic Gnpli ance Revi evs

The conpany’ s conpl i ance prograns shoul d al so be
periodicaly reviened, not only to punish specific vida
tions or nisconduct, but a soto determneif the pdicy ad
i npl enenti ng procedures are adequate to detect viol ations
pronpt | y.
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Hghrisk areas and the capability of the conpliance
programto respond to those areas of risk shou d be as-
sessed. Shoul d the assessnent showthat a section of the
conpl i ance programis less responsive than another ap-
proach, the programshoul d be nodified to incl ude the nore
dfective dterrdive

CONCLUSION

Wiether a code of conduct isony a“figleaf” o wether it
effecti vel y governs enpl oyee behavi or depends very nuch
on the conpany’ s conpl i ance program By inpl enenting
and rigorously enforci ng an effecti ve conpl i ance program
a conpary Wil be less gpen to patential vidations ad it
wll beddetodetect actud vidaios norereadly. A ef-
fective conpl i ance programshoul d pronote ful | adher ence
to the conpany’ s corporate policy. Not only does such a
programprotect a conpany fromliability, it asoindcates
the ethical culture of the organi zation and the sound nan-
agenent of the conpany.



Fighting Corruption:
The Role of Trade Unions

ESPERANZA OCAMPO

n Qtober 1997, three internati onal trade uni on organi za-
ti ons—the Trade Lhi on Advi sory Cormittee (TUAQ, the
Internati onal Gonfederation of Fee Trade Lhions (I GFTY,
and the European Trade Uhi on Gongress ( ETUO —+ssued
ajon statenent wth their enpl oyer counterparts—the
Busi ness and I ndustry Advi sory Guncil (BAQ, the Inter-
nati onal Chanber of Gonmerce (1Q0, and the Lhion of
Industrial and Enpl oyees Confederation of Europe
(WIN B —4rging governnents to ratify the Qganisation
for Economc - operation and Devel opnent ((HD Gon-
vention on Gnbating Bibery of Foreign Rublic Oficias
inInternational Business Transactions. In February 1999,
when the convention cane into force, theinternationa trade
uni on novenent felt that progress was final ly bel ng nade
inthe vorldwde fight agai nst corruption.

There are two central questions concerning trade uni on
invo venent inthe fight agai nst corruption:

* Wity do unions have a direct interest in fighting
corrupti on?

* Hbw can trade unionists help step up the fight
agai nst corruption?
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UNIONS’ INTEREST IN FIGHTING CORRUPTION

Lhions have a stake infighting corruption as corruptionis
linked to abuses of freedomof association and other core
labor standards. Transparency Internationa’s list of the
nost corrupt countries in wiich to do business consists
nainly of countries that have nat ratified the core conven
tions of the International Labour Qganization (ILQ and
that have been repeated y censured by the | LOs Feedom
of Association Gnmittee. The least corrupt countries, how
ever, by and | arge respect freedomof associati on and trade
union rights. Gxruptionis often linked to unaccountabl e
political elites who suppress trade uni on and ot her hunan
rignts. Actionto inplenent the I1LOs 1998 Decl aration on
Fundanental Rghts at Work and to ensure that freedom
of associ ationis observed throughout the world woul d hel p
figt corruption

The trade unons’ experience is that simlar relation
ships also exist in the workpl ace. Uhioni zed workpl aces
are nore likey to be associated wth cul tures of transpar-
ency and accountabi ity of nanagenent decisions, and | ess
likdytobesites o bribery.

The bribery of pldic officiadsis dsodealy an endennc
problem Rublic sector salaries are so lowthat sonetines
gover nnent workers cannot support their famlies onther
pay. This probl emexists in several Asian countries were
unions are restricted fromorgani zi ng publ i c sector work-
es. Inthe AssiaPacific regon, working to g ve public ser-
vats therigt toaganizeadtobarganisdsopart of the
figt against corruption.

A second reason for trade union interest is that em
pl oyees who expose corruption in the workpl ace risk be-
ing fired. Trade unions nust defend the “whistle bl oners.”
The Lhited K ngdom(WK) governnent recently introduced
legislation protecting whistle bl owers, and the WK public
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sector union UN SN has established a tel ephone hot-
line for enpl oyees who w sh to expose corruption or need
pratection

In sone countries, wistle bloners risk not just ther
jobs: trade unionists and enpl oyees have been nurdered
incountries as diverse as Russia and Guat enal a for expos-
ing corruptioninthe handing of privatization contracts.

Athird reason for trade union concern is that wth a
nore gl obal econony, the rules of the gane have to be cl ear
and consistent. Qherwse, bribery wll distort trade and
i nvest nent .

WHAT IS TO BE DONE?

The second question is how trade unions can help fight
bri bery.

Frst, TWAC and 1GFTU nust work wth their affili-
ates in (EDcountries to encourage their governnents to
ratify the anti-bribery convention

Second, unions nust step up efforts to protect whistle
bl overs. The anti-bribery convention does not cover pro-
tection. It is essential, hovever, that GED now work to
protect whistle bl owers, possibly in cooperation wth 1LO
Trade unions have experience in this area through their
work on health and safety issues and the need to protect
t hose who expose unsafe or unheal thy worki ng practi ces.
The reports on industria dsasters such as the tragedy in
Bhopal showthat workers are afraid to chal | enge nanag-
es onsaeyissues fa fear of losingther jabos.

Third, unions nust ensure that corporate codes of con
duct are effective. Sone see codes as a panacea. The | abor
novenent has experience wth codes on issues rangi ng
fromcorporate socia responsibility to conpani es’ environ
nental inpact. Sone are genuine attenpts by conpani es
to establish ethica o environnental standards for them
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selves, their subcontractors, or their suppiers, sonetines
in order to protect thensel ves agai nst consuner or non-
gover nnent organi zati on boycotts. Gten, however, codes
aesinply pdicrdaios exercises, wth little practica
i npact. des nust have nonitoring, independent verifi -
cation, and certification procedures. They are nat an dter-
native to governnent regul ation.

Fourth, unions thensel ves—hich often reflect the
soci eties in which they functi on—rust show “zero tol er-
ance’” for corruptionintheir own ranks.

Hfth, unions nust negotiate for decent wages for pub-
lic officias, wich, honever, depends on having the right
torepresent and bargain for pudlic sector workers.

Sxth, unions nost expose the fallacy thet privatization
reduces the opportunity for corruption. The privatization
process itsdf gves rise to ethicd questios onthe rde o
pudic officid s ad private investars. Theinternationd or-
gani zation for public sectar trade unions, RMdic Services
International, has therefore dran up a code of ethics for
public officia s invdvedin privatizi ng gover nnent assets.

Lhions clearly have an inportant part to play in com
bating corruption. If the anticorruption canpai gn rena ns
drected fromabove, it wll not reachthe root of the prob-
lem It is necessary to nabilize workers agai nst corrupti on
and to link the canpai gn to a broader agenda. Lhions are

ready topay their rde



Managing Business
Fraud Risk

STEVEN INGRAM

Tradtiond busi ness practices dringthelast 10 or 15 years
are no longer acceptable, particdarly in the afternath
o the ssianfinancid crisis of the 190s. The crisis forced
bot h private and publ i ¢ sector organi zations to | ook i nvard
and to accept the fact that corruption and fraud had con
tributed to their econonc decline. The sane organi zati ons
are now working to mitigate their exposure to financia
| osses and danage to their brand nanes and reputation by
i npl enenting fraud and corrupti on prevention prograns.

Acknow edgi ng that prevention is better than cure,
nany organi zations, governnent officials, and industry
| eaders are entoraci ng ri sk- nanagenent princi pl es not only
tocreate and naintain weal th and val ue, but al soto ensure
the long-termviadlity of their organization in the new
economes. Faud risk nanagenent entails continuous re-
view devel opnent, the pronotion of codes of conduct, as
vwell as systens and poicies wthin an organi sati on that
hel p to conmuni cate ethical val ues and reduce potential
exposure to fraud and corrupti on.

FRAUD IN FINANCIAL REPORTING

A study by the Cormttee of Sponsoring Q gani sati ons of
the Treadway Cormission (G380 anal yzed 200 cases of
alleged financia fraud investigated between 1987 and 1997
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by the Lhited Sates Securities and Exchange Gonmissi on
(K. * The study found that among public companies, most
fraud in financial reporting was committed by small cor-
porations with assets below $100 million. Top senior ex-
ecutives were frequently involved, and the board of direc-
tors was often dominated by insiders and directors with
significant equity ownership and little experience serving
on the boards of other companies.

The COSO study provides a profile of the frauds com-
mitted, the companies and individuals involved, and the
consequences of the frauds. It found the following com-
mon issues:

= Typical financial statement fraud techniques in-
volved the overstatement of revenues and assets.

= In more than half the cases, revenues were recorded
prematurely or fictitiously.

= About half the frauds involved overstating assets
by understating allowances for receivables, overstat-
ing the value of inventory, property, plant and equip-
ment, and other tangible assets, and recording non-
existent assets.

The study also identified the common causes of fraud:

= The chief executive officer, chief financial officer,
or both were involved in the fraudulent activities.
(Also involved were financial controllers, chief op-
erating officers, other senior executives, and board
members.)

= 25 percent of the companies had no audit commit-
tee while 65 percent of audit committee members
had no significant experience or qualifications in
accounting or finance.

= Cumulative amounts of fraud were large in light of
the small size of the companies involved.
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e 60 percent of drectors vere insiders.
e B percent of drectors wrerelated to each ather or
todficas.

BLUE RIBBON COMMITTEE RECOMMENDATIONS

To reduce fraudul ent financial reporting, the Hue R bbon
Commi t t ee2 recommendations include the following:

= Strengthen audit committee independence, and de-
fine member independence more strictly.

e Include only independent directors in audit
committees.

= Make audit committees more effective by including
a minimum of three members who are financially
literate, with one member having accounting or fi-
nancial management expertise (but only if market
capitalization exceeds $200 million).

= Have audit committees adopt a formal written char-
ter that is reviewed annually.

= Adopt and review a proxy statement of disclosure
annually.

= Enhance accountability mechanisms by enshrining
in the charter the requirement that the audit com-
mittee and board retain an outside auditor.

The Blue Ribbon Committee also recommends that the
audit committee discuss the question of auditor indepen-
dence and the quality of financial reporting with the out-
side auditor. The committee is also encouraged to report to
shareholders annually, and the auditor to perform interim
reviews of quarterly financial reporting.

Some of the Blue Ribbon Committee’s recommenda-
tions are controversial and may require implementation
resources. They include requiring the audit committee to
report to shareholders when questions of legal liability con-
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cerns are raised and the audtor to dscuss the quality of
financia reporting, thus raising the question of the need
for standards.

However, while the reconmendati ons are undoubt -
edy astepintherigt drection anaxit doeis na the
only vay to significantly mtigate an organi zati on's expo-
suretofraud Fnancia audits are designed to detect fraud
or financial misstatenent of naterial value. Gven that
nany sing e incidents of fraud are less than naterial, no
audit can be as effective in detecting and preventing fraud
as the constant vigilance of a conpany’ s enpl oyees and
st akehol ders.

A SUCCESSFUL ANTIFRAUD PROGRAM

Ang or chal | enge faci ng conpani es today i s the enhanced
cupability that their officers, drectars, axd board nem
bers face in connection wth fraud or other inproprieties
perpetrated by conpany enpl oyees. An integrated nul ti-
di sci plinary ri sk-nnanagenent approach i s required.

Abest-practice fraud and corruption ri sk nanagenent
programshoul d i ncl ude the fol | ow ng:

awitten code of conduct;

palicies and procedures;

regul ar enpl oyee trai ning to i ncrease the avar eness
on fraud awareness and det ecti on;

noni toring of enpl oyees and control effecti veness;
a nanagenent conpl i ance program

anehcs haling

an enhanced audit approach and ongoing risk as-
sessnent; and

e anintegrated integrity risk nanagenent strategy.

Such an antifraud programnay be built on the basis
o “threelines of deferse”
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Thr ee Lines of Defense

Thefirst lineis aconpany s code of conduct and busi -
ness ethics, and a variety of paicies ad procedures that
wll pronate ethical business practices. Key tothefirst line
is an effective code of conduct that (i) includes deterrence
addaectiond enarts; (ii) isvdues, mt rues-, besed (iii)
has apositive tone; and (iv) creates aliving franevork thet
is pronoted by exanpl e and denonstrated by top-down
comm t nent .

The second line invo ves reducing opportunities for
fraud and enhanci ng enpl oyees’ accountability. An orga-
ni zation shou d consider puttinginto place effective inter-
nd cotrads that (i) provide prevention and detection, (ii)
incorporate aspects of probity; and (iii) provide fornal
witten palicies and procedures covering such areas as seg
regation of duties, reporting procedures, and levels of aw-
thorization. An effective internal reporting nechani sm
shoul d be establ i shed and activel y pronoted, as shoul d an
ethics hatline or hel p desk.

Thethirdlineis aned a enhanci ng det ecti on and de-
terrence capabilities through (i) intermd and external as
dts, (i) operdiod adinerd reviews, (iii) qdity as
surance audits, and (iv) ana ytica procedures designed to
isdate anonalies. The third line of defense shou d be de-
vel oped around a ri sk nanagenent approach, i ncor porat -
ing the identification of residud and inherent risks, ad
understandi ng industry, geographic, and other integrity
riss

CONCLUSION

It iscriticd inthe newecononnes that organi zati ons pro-
tect thensel ves fromfraud and il legad acts. The inpact of a
corporate crine on a conpany can extend beyond any im
ned ate financia loss. It nay al so i ncl ude negative pub i c-
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ity or litigation, whch coud have an adverse effect on the
conpany’ s reputation, its stock price, enpl oyee noral e,
future business rel ationships, access to capitd, and | ong
teemviadlity. It isthus crucid that organ zati ons devel op
proactive antifraud prograns that deter as well as detect
fraud

By doing so, they wll create a worki ng envi ronnent
that pronotes integrity and responsi bl e busi ness practi ces.
There are ather benefits, bath tangble and intang bl e

o less patentia for fraud and corruption;

* nore confident foreigninvestors;

e nre prafits;

o fewer business risks;

* nore busi ness opportunities;

* nore control over operating and producti on costs;
* lessrepuaionrisk ad

c alevd dayingfidd

NOTES

1. Summary at www.aicpa.org; full report item 990036. AICP
A 1-888-777-7077.

2. Established by the NYSE and NASD in September 1998
with a focus of improving the quality of financial reporting.
Report issued in February 1999 and available at www.nyse.org
or www.nasd.org.



Good Mass Media
Governance

KAVI CHONGKITTAVORN

he nass nedia traditional |y pronote public awareness

by reporting on corruption cases. However, grow ng
nunibers of nedia establishnents are control l ed by busi-
ness congl onerates wth connections to the powers that
be. It isanuthedthy trend that goes against the g ood ef-
fort to pronote good gover nance.

Wil e countries wth free nedi a and freedomof i nfor-
nation can expose public scandal s and fraud, it is sad but
true that in nany other countries nal practi ce and corrup-
tioninvaving big conpanies or Sate enterprises have es-
caped nedi a scrutiny. In devel oping countries, especialy
in Southeast Asia, big conpanies weld consideradl einflu
ence over the | ocal newspapers, whi ch depend so nuch on
advertisenents that they wll even put themon the front
page o in the center of a page. Ad, unfortunately, the
publ i ¢ does not support good-qual ity newspapers that ex-
pose corrupti on.

nly socially anare and i ndependent nedi a owners
and journal i sts can pronote publ i c anareness wthout fear
o favor. Tobefar, sone nedia particuarly the press ad
tel evision, have exposed corruption, while certain nedia
have chosen to expose it as long as it does not harmthe
nedia ower’s other interests. Md a tycoons are, after dl,
al so sharehd ders of banks, real estate conpani es, tel ecom
nuni cations conpani es, hatels, and so on. SHective dis-
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crimnation by the nedia is a serious obstacl e to contoat -
ing corruption. In Thailand, for exanple, a fanous gam
ber, wo operates a string of illega ganbling dens, hes
acquired a newspaper. Gertain news itens, promnently
displayed in other papers, are doubtl|ess conspi cuously
absent fromhi s newspaper.

G Thailand' s nore than 5,000 nongover nnent orga-
ni zations (N33) concerned wth human and other fun-
danental rights, only 1 is focused on corrupti on—H ans-
parency Internetiond -Thai land, wiichis still initsinfancy.
The Governnent -run but i ndependent National Conm s-
sion of Gunter Gxruption deals wth a huge | oad of com
plants, wthat least 2600 cases of corruption pend ng. Mre
anticorruption watchdog organi zations are urgently
needed.

Athough Thailand has afree press and aliberd infor-
nation act, news related to corruption takes up a fraction
of the space a |l ocated daily to sensati onal but uni nport ant
stories. There are still no cooperative |inks between those
who vant to fight corruption and the nedia

Miny reports of corruption and bribery scandal s were
based excl usi vel y on | eaked docunents given by officias
or other persons wo are enemes of those inplicated in
the scandals. The reports were therefore personality-ori-
ented, and did not investigate indepth the structure and
systemthat breeds corruption.

Mbst corruption cases are not dealt wth conprehen
sivdy. Truy investigative works are few wth nost jour-
nalists content to be hand-fed infornation. Vrse, the eco-
nomc crisis has forced several newspapers to reduce the
nunbber of editoria staffers, and journalists can no | onger
concentrate on speci a i zed areas as they are forced to cover
a broad range of topics. There are no anticorrupti on N33
that can assist joundists in dggng deeper into bribery
cases. If the nedia had doneits jobwell, nany nore peopl e
woul d have been arrested in the past two decades.
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Wi |l e nedia have exposed the corruption of inpor-
tant people in Gvernnent, they have failed to detail the
far-reaching consequences of corruption, large- or snall-
scde onthelives of oodnary pegpde They have nat fo-
cused on the police or judiciary, even though they know
that these are the nost corrupt of pudic offices. Bren after
the Infornation Act was pronul gated in 1997, the nedia
failed to obtain Gvernnent infornation that woul d hel p
t hemuncover corruption.

The Thai nedia can | earn fromthe way their counter-
parts in other countries contat corruption. For exanpl e,
they can publish a yearly corruption survey, and network
wth anticorruption | awers, busi nessnen, and bureaucrat s.
M aternative nedia nust a so be established that will zero
inon corustion or bribery cases, especidly in coutries
where nedi a owners and governnent are cl osely rel at ed.
Aternative nedia woul d be effective in convincing pub-
lishers and edtors that they shoud dvert their atention
fromsensationa stories. Gxruption cases reportedina non
nai nstreamdai |y coul d qui ckl y nake headl i nes i n nati onal
nevspapers and attract the attention of genera readers.
Aternative nedia would serve as an early warning sys-
temfor the bigger and established nedia. Asnaller, ener-
geti c newspaper coul d encourage the bigger newspapers
toincrease their coverage on corruption.



The Use of Report Cards
In Monitoring Corruption

SAMUEL PAUL

ontoring corugtion is dfficdt for severad reasors.

Hrst, coruption is characterized by a high degree of
col | usi on between the parties i nvol ved. Bven when corrup-
tionis etotionary, the risks faced by gvers dten force
themto hide the facts. Tracking corruptionis anuphill task
under these conditions. Second, corruption can take nany
forns. It nay entail nonetary paynents, exchange of fa
vors, and abuse of authority in subtle ways. The transac-
tions do not alwvays leave atrail. Third, corruption can oc-
cr a different levels. Mich publicity is gven to the
“gand’ corruption in high places. Bt there is aso cor-
rytion & the “retal” levd that affects mllios of od-
nary peopl e. The nagnitude and range of these practices
are so large and conpl ex that noni tori ng themcan be next
to inpossible. Furthernore, if there is cal usion between
these level s, the questionis wo wll nonitor wom

The focus of corruption contra in nost countries and
a the internationa level is on grand corruption and on
bribery reaing to business. Rtail corugtioninthe deiv-
ey o pbicservicesthat drectly affects |arge nunbers of
the popu ation has yet toreceive the attention it deserves.
There are no doubt |inks between these two types of cor-
ruption. This note is prinarily concerned wth the noni -
toing o retal corustion ad the rde o civil society in
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this process. It draws upon sone of ny recent work in the
city of Bagdae Inda

Two di fferent nonitoring approaches wll be di scussed
below The first is based on the use of “citizen feedback’
on public services. The second attenpts to nonitor the
quaity of the service or public intervertion as a neans to
indrectly assess the prevdence of corugtion. In a brief
note, it is not possible to preset o dscuss the nethods
ad fidd evidence in detail. The references at the end of
this nae wll, it is hoped, assist the interested reader to
pursue the sub ect further.

REPORT CARDS AND CLIENT SURVEYS

The report card generated by the Rublic Afairs Gentre
(PAQ is based on citizen feedoack. It sunmarizes an as-
sessnent of the pudlic services of a city fromthe perspec-
tive o its dtizes. The citizes are the users of these ser-
vices and can provide authentic feedoack on the quality,
efficiency, ad adequacy of the services, o eva uate the
overa | perfornance of a provider. They nay not be faml -
iar wth the technica aspects and neaswres of the service,
but they are emnently qualifiedto say wether the service
neets their needs, and whether the agency is responsive,
corrupt, or reliable. Vien custoners rate an agency on dif-
ferent dinensions of the service, they provide a besis for
judgng its perfornance as a service provider. Snce citi-
zems ae custoners of severd dfferent services, it is pos-
sible to conpare ratings across services. The resultant peat-
tern of ratings (besed on pdic satisfaction) is then cor
verted into a “report card’ onthe city' s services. Areport
card permits the ranking of public agencies both in terns
o the overdl pudic satisfaction wth service ad of ther
specific dinensions such as quality and corruption. 9 nce
cities have | arge popul ations, proper sanpl i ng procedures
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needtobe fdloned in arder to derive statisticdly reidde
rati ngs.

The concepts of the report card and client surveys are
newto nost governnents and their agencies. Bt private
firns operating in a conpetitive environnent nake use of
this gogroach in nany coutries. It isinligt o theinfor-
nation gathered through such surveys and anal ysis that
they redesign their products and servi ces and i nprove st af f
training and delivery nodes. The private sector seeks cus-
toner feedback because it provides infornation and in
sightsthat rates of returnand ather financiad neasures can
not offer. For exanpl e, a nonopol i st nay survi ve and even
earn a high rate of return despite usatisfactary servi ces
because cust oners have no choi ce.

| launched the report card on pudlic services in Banr
gd ore over five years ago. Recetly, the city has been re-
visited and a newreport card prepared. It is nowpossibl e
to use the first survey as a benchnark and see whet her
things are better or worse in 1999. Wiat is neasured here
isthe pdics overd| satisfaction wth the services of df-
ferent city agencies. Snce the infornati on i's agency-spe-
cific, it is easy to conpare the perfornance of the pudic
agencies according to different dinensions of interest to
pol i cynakers and ci vi ¢ groups.

Table 1 shows how public feedback can be used to
benchnark progress ininproving services. The report card
of 1999, according to the citizens of Bangal ore, shows that
servi ces have inproved somewhat during the past three
years. But the report card a so showed that corruption in
creased. Dpes it nean that inprovenent in services is no
guarantee that corruption contrad wll autonatically fdlow

MONITORING THE QUALITY OF ROAD WORKS

Road construction contracts are a naj or source of corrup-
tion in nany countries. Miny observers believe that the
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Table 1. Report card on Bangalore: Improvement in services over the last three years

Percentage of people who say that there is improvement in

Service/Agency Quality Behavior Ease of
of services of staff interaction
Bangalore Water Supply 51 55 58
and Sewerage Board
Kamataka Electricity Board 59 66 69
Municipal Corporation 45 50 53
Telephones 80 80 82
Regional Transport Office 41 35 45
Public hospitals 61 62 64
Bangalore Development Authority 16 18 16
Ration shops 56 67 69
Bangalore Metropolitan Transport 55 57 60
Corporation
Police 54 56 62

poor quality of their roads is largely dueto corruption thet
encourages contractors to cut corners and neglect quality
cotrd. Gtizens consider roads as atechnical supgect that
onl'y engi neers understand. They do not think that they can
play a usefu roeinnonitoring road quality or pressure
the ahorities to contrd corruption

A PAC we try to denystify the technol ogy of roads
andto create acitizen forumfor nenitoring the qual ity of
roads. Ve recogni ze that theresponsibility for road qual ity
contrd is prinarily the Gvernnent’s. But since public ac-
countabi lity seens weak inthis area, we have put toget her
aseiesd sinpletests that citizen pands can use to assess
the quality of roads being built. A nanual has been pre-
pared for this purpose wth expert assistance. Anodest set
of toos and equipnent is requiredto conpl ete the investi-
gations. Gtizen panels have aready denonstrated that
nontoring of this ntwre is feasibe If the resuts show
subst andard road bui | di ng, the panel nay suggest the need
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to investigate possible corupt practices. By bringng the
find ngs to the natice of the athorities and of the pldic
through the nass nedia, we hope that increased pressure
can be put on the roads departnent and the contractors to
cotrd corrytionand ensure better quaity. Aovedl, citi-
zen groups, wiich represent the buk of road users, are
beinggvenasigificat rdeinnenitoingroad quaity, in
the process drawng public attention to corrupt practi ces.

Acitizen pand, wththe ad of the nanual, has checked
10 najor roads in Bangalore (newy laid or repaired). Both
contractors and publ i c works officia s have responded posi -
tively tothe panel ' s assessnent of the quality of the vorks.

WHAT HAVE WE LEARNED?

* Ininda report cards on public services have been
prepared and pudlished in six large cities. Snmlar
report cards are underway in sone other countri es.
The feasibility of the approach has been estall i shed.
Its nethodol ogy has been wdely tested and used
by several nongover nnent groups. Report cards and
client surveys are indeed a useful device for noni-
taingcorytiona theretal levd.

e The report card concept energed as a civil -soci ety
initiativein Bangal ore sinply because nany peopl e
felt that pubic service providers were not respon
sive to user probl ens. The new know edge gener -
ated through report cards enadbl ed civil-soci ety in
stitutions such as PAC citizen groups, and the nass
nedi a to denand greater public accountability from
agenci es. Rublic anareness of such natters was al so
increased i n the process.

» The resurvey of Bangal ore benefited fromt he bench
nark provided by the origina report card. V& are
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now abl e to nonitor and anal yze the changes in the
qual ity of services and corruption that have occurred
over tine. Tracki ng changes over tine can hel p i den
tify areas that need specid attention RMic agen
cies can be put on the spat through the exercise.

 Gvernnent can certainly utilize the approach and
nethod if it isseriouslyinterestedininproving ser-
vi ces and corruption contro . The prodl emis that the
coomtnent required for the effort i s sel domfound
or sustained in public agencies. Sone Gover nnent
agencies in India nowseek client feedoack. PACis
working wth the Gvernnents of Met Nam and
krai ne to experinent wth this approach.

» The Bangal ore experience shows that report cards
can be used to stinul ate public agencies to becone
nore responsive to custoners. The heads of nost
Bangal ore agenci es took steps to inmrove their ser-
vices after the pidication of the repart card Bit
thereis as yet no convi ncing evi dence that a decline
incoruption folows the use of report cards. Qe
explanation is that corruption has deep-rooted
causes and that nare tine and effort wll berequired
tobringit uder cotrd.

e Itisdfficut tousethereport-card aooroach i n sone
areas of governnent operations. The case of noni-
toring road qual ity through a citi zen panel presents
anindirect way toget tothe corruptionissueinroad
building. Sandard nonitoring nethods nay not
hd ptrack corrugtioninagprova s, cotracts, o dec-
tios for reasons of cost, reluctance of the peode
i nvol ved to respond to public surveys, anong ot her
r easorns.
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* Wile nonitoring corruption is inportant and fea-
sible in sone cases, as noted above, we shoul d not
assune that corruption contro wll necessarily fad -
low Drectly tackling corruption nay not al ways be
feasibe dthoughit is conceded thet the creation of
anticorruption bodi es, |awenforcenent, and heavy
penal ties can help. Inprovenent of the public ser-
vi ce del i very systens and gri evance redress shoul d
ke the first piarity. It isthar efidexy, trasper-
ency, and responsiveness that will eventua ly Iint
corrupt practices. Qrer the nediumterm the re
forns nay wel | reduce the opportunities and i ncen
tives for corruption
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