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1 Description 
1.1 Workshop Aims 
This was the first of two workshops, which aimed to analyse the impact of recent and current economic reforms on corruption with a view to identifying the sources of corrupt incentives, as well as possible ways of addressing corruption – within the framework of either existing or alternative reform models.  The thesis implicit in the title, is that globalisation together with market liberalisation policies have combined to produce a new political economy of corruption - i.e. a new set of interactions between political processes and economic policies that have given rise to new sources of, and conduits for, corruption. 
1.2 Workshop Panelists and Format  

The three panelists represented the NGO sector, government and the IFIs. Each was scheduled to give a 20 minute presentation, followed by a question and answer session. The chairperson postponed the discussion of recommendations, to be presented to the Global Forum III, Fighting Corruption and Safeguarding Integrity, until the afternoon workshop (5.5), which addressed the same theme. 
	Order 
	Name 
	Title 

	1
	Dr Kamal Hossain, TI- Advisory Council 
	The Need for Coordinated Strategies to Combat Corruption Involving MNCs in Asia. 

	Question and Answer Session

	2
	Hon. Musikari Kombo Assistant Minister, Ministry of Planning and National Development, Kenya
	Corruption and Economic Reforms in Kenya 

	3
	Mr Daniel Kaufmann, Director for Global Governance and Capacity, World Bank Institute
	Myths on Corruption and Economic Reforms: Evidence Matters and Forces some Rethinking

	Question and Answer Session


2 Workshop Discussion  
2.1 Key Findings 

· In developing and transitional countries, the promise of political and economic reforms remains largely unfulfilled because the process of reform (transition) has been captured by new predators. 

· The reform/transition process is not tackling these new predators. 

· Political reforms have delivered elections, yet people remain disempowered. 
· The sequencing of economic reforms has been a key problem, with industries being privatised before an appropriate legal framework had been put in place.
· The terms of Foreign Direct Investment (FDI) too often favour the investor; properly negotiated arrangements could provide due protection to legitimate interests of the people of the host country. 
· Kenya’s recent negative growth can be attributed to rampant corruption. 
· The reason for the failure of Kenya’s anti-corruption efforts, prior to the change in government, was the existence of a parallel power base which permeated all economic, political and social spheres in order to maintain the ruling elite’s hold on state power. 

· Empirical studies of corruption in the transitional states show that: 

· Traditional approaches to anti-corruption activities, such as public sector management reform and strengthening the judiciary, have been over-estimated as means to tackle corruption. 

· State capture and the exertion of undue influence by firms is a major source of corruption. 

· Anti-corruption efforts should focus on the nexus of private-public sector governance.
· There is a significant correlation between the level of women’s rights that exist in a country and the level of corruption. 
2.2 Key Challenges Identified  

· The need for people to find ways to empower themselves.  
· The need for those engaged in designing economic reforms to ensure that the same level of protection is provided to the host country as to the investor.
· The need to improve understanding of the impacts of the reform/transition process and to ensure that policy-making is evidence-based.     
2.3 Recommendations 

The discussion of recommendations, to be presented to the Global Forum III, Fighting Corruption and Safeguarding Integrity, was postponed until the afternoon, Workshop 5.5.   
2.4 Presentation and Discussion Summary  

2.4.1 Dr Kamal Hossain: The need for coordinated strategies to combat corruption involving MNCs in Asia. 
Kamal Hossain began by stating that today developing and transitional countries are observing capture by predators. 
 In the past, authoritarian states controlled the economies of many developing countries. Corrupt dictators were supported by Cold War interests. The 1980's marked the beginning of a process of change, followed by the end of the Cold War. All these countries are now in transition and engaged in a process of economic and political reform. 
This transition stage began with high expectations of good governance and democracy in Asia, Africa and Latin America. Political reforms promised transparency and accountability space for civil society and the establishment of the rule of law. Economic reforms promised best services, least cost and the broadening of choice. The two were seen as mutually supportive. Neither would allow dominant, powerful groups to emerge. 

Empirical evidence shows that this promise remains largely unfulfilled.  As regards political reforms, governments are promoting and developing free and fair elections. The prescription is right. Yet the people have still to be empowered. Today, state capture is impeding the progress of the reforms. The process of transition involves a certain balance of forces. There are predatory, powerful interests in all these societies. These were once called elites, but they can also be called predators. The transitional state is not addressing the predators. 
The privatisation of many industries has led to takeover by new predators. Those who should have been disempowered have survived the transition. There are no longer dictators of the conventional kind, but new ones, with the same constellation of interests. The real challenge is to empower the people – the victims of years of bad policies need to be re-empowered. 

Sequencing has been a key problem in economic reforms. Industries have been privatised before the legal framework has been put in place. There has been a host of privatisation scandals in the Philippines, Indonesia India and Pakistan. The initial terms of FDI are negotiated for the benefits of the investor, for fear that foreign investment will go elsewhere.  

There is an on-going High Court case in Bangladesh concerning the privatisation of its largest port. The World Bank consultants had recommended a competitive bidding (with pre-qualification) procedure.  SSA Bangladesh Ltd. submitted an unsolicited bid, which was approved by the Government, despite the absence of competitive tendering and feasibility studies. The Bangladesh High Court in November 2002, held the process by which the decisions were made to be illegal, a decision which was upheld by Bangladesh's Supreme Court in May 2003. 

In conclusion, Kamal Hossain stated his support for the aims of the reforms, but stressed that the focus must be on ensuring that the benefits are delivered to the people. There is a need for open competitive processes and for the people to be involved in negotiating the terms of the reforms.  
There are many lessons to be learnt from the mistakes of the past. It is important to share this experience. 

2.4.2 Questions and Answers/Discussion  

In relation to the port privatisation in Bangladesh, a journalist from Bangladesh, pointed out the USA Ambassador had stated that future reforms and investment depended on the SSA and that the Japanese had similarly argued that future implementation of reforms depended on their investment in the KAFCO cement factory.   

Roy Jones, of the TUAC (Trade Union Advisory Committee to the OECD) drew attention to the link between state capture and bilateral investment treaties that undermine the ability of less developed countries to oppose the MNCs. He asked whether the speaker agreed that developed countries need to use anti-trust mechanisms to break up the power of MNCs. 
Kamal Hossain responded by saying that FDI is not controversial. It is the terms on which it is negotiated that are the problem. There is currently an asymmetry which results in investors’ interests being better secured than those of the host country.  As regards bilateral investment treaties, he agreed that they provide for investor protection and would like to see equivalent protection for the host country. In the case of the proposed (and abandoned) OECD Multilateral Agreement on Investment (MAI), it was the trade unions which voiced the concerns of the developing countries. 

Addressing the question of how disempowered people empower themselves, Kamal Hossain underlined the need to form a ‘cross-border coalition of victims’, such as this workshop audience, which cuts across professions and nationalities. It is not for Parliamentarians to sign away national resources for private gain – it is not part of their mandate. But it is also important not just to blame donors and governments.  People need to develop coordinated strategies to combat these powerful interests – people inside and outside the countries concerned. In the case of the OECD’s MAI, it was European civil society which fought against it. People need to have the right to information. People need to help each other and to have coordinated strategies. 

2.4.3 Hon. Musikari Kombo Assistant Minister, Ministry of Planning and National Development; Chairman, African Parliamentarian: Corruption and Economic Reforms in Kenya.  
The Hon. Musikari Kombo began by outlining the different types and costs of corruption, underlining that it is the poor which ultimately pay the price. Kenya’s recent negative growth can be attributed to rampant corruption. 

It is no longer a secret that corruption has taken root in Kenya. According to John Githongo, now Permanent Secretary in the Office of the President in charge of ethics and governance, there is a culture of impunity for the corrupt, who indeed are often celebrated in Kenya. 

A bi-partisan Parliamentary Anti-corruption Select Committee produced a report –the Kombo report – which documented many scandals involving the misuse of public money and which names and shames major perpetrators of corruption. 
Under Moi, no action was taken against these individuals. Other anti-corruption initiatives similarly failed. The Kenyan Anti-corruption Authority, set up under donor pressure, was declared unconstitutional by the High Court and Dr Leakey’s ‘Dream Team’ was hounded out of office before the end of its two-year contract.  

The reason for failure was the existence of a parallel power base which permeated all economic, political and social spheres in order to maintain the ruling elite’s hold on state power. 

Kenya stood still. Corruption had become a way of life. Then the Kenyan people exerted great pressure on the opposition to produce a candidate, who won a landslide victory on an anti-corruption platform.  
The new Government has taken a range of anti-corruption measures to date, including: the appointment of John Githongo as Permanent Secretary in charge of Governance and Ethics; public condemnation of corruption, corrupt practices and corrupt individuals at the highest level of government; creation of an anti-corruption commission; establishment of a new code of conduct for public sector officials (until now public servants were allowed to engage in business); a new bill to ensure integrity in the privatisation process (the Kenyan Reinsurance Corporation was disposed of for Ksh800 million when its assets were worth 3.2 bn); and introduction of free education.
Corruption has no place in Kenya. In the five months since the new Government came into power confidence has risen and there is hope. 
2.4.4 Daniel Kaufmann: Myths on Corruption and Economic Reforms
Daniel Kaufmann presented the results of statistical analysis of data from the transitional states: specifically those countries in transition from centrally planned to market economies. He aimed to expose seven ‘myths’, present a new road map of corruption and provoke the anti-community corruption into re-examining the evidence and re-thinking its solutions.    

On the issue of whether controlling corruption is a ‘luxury’ good, the analysis shows a strong correlation between per capita income and good governance. But answering the question of whether controlling corruption depends on a certain level of development, or whether development results from the control of corruption, requires an understanding of the direction of causation.  Using sophisticated statistical techniques, the results show a negative feedback from per capita income to governance. This means there are no automatic virtuous circles between growth and good governance. Controlling corruption is not a luxury good.  Argentina is a good example. It became rich without acquiring good governance.  
The lack of a virtuous circle is explained by the existence of state capture and unequal influence, which result in elites appropriating the fruits of growth.  State capture, in reality, exists in a more subtle form, institutional influence.  Empirical research shows that those firms which perceive there to be a high level of inequality use the courts less, pay bribes more, engage more in corrupt activities and exhibit less tax compliance. 
As regards ideology, there is no correlation between corruption and the political persuasion of governments. Political ideology is neutral. There is also no correlation between corruption and globalisation. The results show instances of high and low levels of globalisation correlating with high and low levels of governance. 
There is however a correlation between monopolies and corruption and between privatisation and corruption. In the case of privatisation the strength of the correlation depends on the type of privatisation. Management buy-outs, for example, increase the level of corruption as do ‘spontaneous privatisations’ and tenders and trade sales. Voucher-based privatisation reduces corruption. 
Finally, there is a significant level of correlation between the level of women’s rights that exist in a country and the level of corruption. This indicates the need for a broader-based anti-corruption agenda. 

In conclusion, Daniel Kaufmann presented his new evidence-based corruption road map.  


2.4.5 Questions and Answers/Discussion  

A workshop participant pointed out that China is an example of a country which has developed economically without political reforms. How should this case be presented to other countries?  

Another participant asked whether the World Bank is removing its stringent conditionalities, now that Kenya is following an anti-corruption programme?
A third participant asked whether data were available on the frequency of use of different modes of privatisation.
In relation to the ‘new road map’, Bobet Corral asked Daniel Kaufmann about his definition of transparency – transparent to whom? So far these processes have only been transparent to the leaders.
Daniel Kaufmann answered that transparency can be very powerful, particularly through the internet. Regarding the number of privatisations, they don’t have the data but on average the data shows that privatisation hasn’t led to an increase in corruption.  There is a new dawn in Kenya and the World Bank will be following the situation closely. The IFIs are learning. 
2.5 Workshop Highlights


It is not for Parliamentarians to sign away national resources for private gain. It is not part of their mandate.” (Kamal Hossain, TI- Advisory Council)





“How do disempowered people empower themselves? There needs to be a cross-border coalition of victims, like this workshop audience, which cuts across professions and nationalities.” (Kamal Hossain, TI- Advisory Council)





“There are many lessons to be learnt from the mistakes of the past. It is important to share this experience. ” (Dr Kamal Hossain, TI- Advisory Council)





The cost of corruption comes straight out of the pockets of the poorest in society. At one time we had a negative growth and in my humble submission, it was all due to rampant corruption.” (Hon. Musikari Kombo Assistant Minister, Ministry of Planning and National Development, Kenya; Chairman, African Parliamentarian: Corruption and Economic Reforms in Kenya’)





“Corruption has no place in Kenya.” (Hon. Musikari Kombo Assistant Minister, Ministry of Planning and National Development, Kenya; Chairman, African Parliamentarian: Corruption and Economic Reforms in Kenya)





“I only want to draw your attention straightaway to the fact that you have yourselves formed this very state to a large extent through political and quasi political structures under your control so perhaps what one should do least of all is blame the mirror.” (Vladimir Putin quoted by Daniel Kaufmann, the World Bank Institute)    





“State capture is not all about the private sector – it takes two to tango” (Daniel Kaufmann, the World Bank Institute)   
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Truth or Myth


Control of corruption comes about once development has taken place – a ‘luxury good’


Globalisation, liberalisation and privatisation have increased corruption


Traditional public sector management, legal and judiciary reforms are key


Government ideology affects the type of corruption very significantly


State capture and undue influence means that the private sector is the main force in corruption 


State capture is specific to the transition economies


Perceptions are divorced from reality in this field 





The new road-map 





State capture and inequality of influence matter significantly, which points to the importance of focusing on the public-private sector nexus


Focusing on political elites and governmental structures is also key – it takes two to tango 


Focusing on managed democratic regimes: how to empower civil society and provide checks/balances 


Political liberalisation, voice and transparency matters. It  is important to deepen and extend the accountability system


We have over-estimated the progress that would be made by traditional public sector management, judiciary, legal approaches


Let’s not blame government ideology or globalisation


Yes, IFI’s have responsibility… (and MNCs, G7…) 
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