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1

Introduction

In 1997, the World Bank announced its intention to provide a ‘system-
atic framework for addressing corruption as a development issue in the
assistance it provides to countries and in its operation work more
generally’.! This included:

e Preventing fraud and corruption within Bank-financed projects.

e Helping countries that request Bank support in their efforts to
reduce corruption.

e Taking corruption more explicitly into account in country assis-
tance strategies, country lending considerations, the policy dia-
logue, analytical work, and the choice and design of projects.

e Adding voice and support to international efforts to reduce
corruption.?

Although the Bank acknowledged that some of these areas were new
territory and would require new staff, new areas of expertise, new pro-
cedures and new lending instruments, it claimed that it had long been
concerned with corruption. Indeed, a recent report asserts that the
Bank has been ‘in the business’ of combating corruption, ‘since its very
inception.”

However, until the mid-1990s, the Bank always argued that its
Articles of Agreement, the rules that govern its activity,* prohibited
it from making decisions based on political considerations, and a
country’s political structure, its human rights record and corruption
were all too political for the Bank to consider. Instead, if there was
an economic case for lending to a corrupt and abusive regime, then
the Bank was obligated to do so. Despite the fact that these same
Articles of Agreement also require the Bank to ensure that its funds

1
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are spent as intended, it continued lending to corrupt regimes even
when it was aware that Bank funds were being siphoned off. The
Bank defended this by arguing, firstly, that corruption is a political
issue and therefore not part of its mandate, and secondly, that even
if only a fraction of aid reached a country’s poor, it is still better
than no aid at all. Therefore, contrary to claims, the Bank’s new
framework for combating corruption does indeed mark a departure
from its past approach.

As with any international organization, the Bank has evolved as an
institution since its inception after World War Two. This change has
come about in part because of the historical environment in which it
works. Changes in the developing countries that are its clients impact
the way in which the Bank must do business, as do the political and
economic needs of the developed countries that provide funding for
the Bank’s work. Change has also come about in part because of the
evolutions in development theory, particularly regarding the role of
the state in relation to development. The gradual shifts in belief con-
cerning the role that the state plays — planner, facilitator, problem or
supporter - is important for understanding how and why the Bank
developed its anti-corruption programme.

This book develops an evaluation of the World Bank’s policies and
strategies on anti-corruption work in the context of the global aid
regime. This involves developing a history of the Bank to understand
its origins, character and mission; producing a history and analysis of
the Bank’s involvement of anti-corruption work; and situating the
Bank’s work in the context of other anti-corruption strategies. By first
looking at why and how the Bank arrived at its current position on
anti-corruption work, as well as the components that make up the
Bank’s anti-corruption programme, I can then broaden my analysis to
understand the deeper political implications of this work for both the
Bank and its borrowers.

The Bank is considered a leader among development agencies,
because of the resources it has available to spend on lending as well as
on research. Indeed, Cassen points to its prominent position:

it suffices to say that the [World Bank] Group is the corner-stone of
multilateral aid ... Its country reports are widely used as the basis of
statistical and economic knowledge for all donors. Its policy analysis
similarly guides many donors’ lending. It has provided intellectual
leadership in development thinking. Its chairmanship of Consortia
and Consultative Groups, as well as the size of its operations, make
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it a focal point for donor relations with numerous countries ...
Western aid in its present form could not function without it.’

Caufield describes how the Bank often ‘proposes, designs, and oversees
the implementation of the projects it funds. It requires its borrowers to
adopt the economic and other domestic policies it considers conducive
to successful development.’® Thus, when James Wolfensohn, the World
Bank president, announced that ‘as far as our institution is concerned,
there is nothing more important than the issue of corruption’,” the
donor community and borrowing countries paid close attention.
Although there has been great interest from outside the Bank in its
anti-corruption efforts, there has been no comprehensive study of it.
That makes this book particularly timely and important.

Corruption is acknowledged by most to be a severe problem facing
many developing countries. The impact is felt in many ways: according
to Robinson, ‘it undermines economic growth, discourages foreign
investment and reduces the resources available for infrastructure,
public services and anti-poverty programmes ... it may also undermine
political institutions by weakening the legitimacy and accountability
of governments. Corruption also reduces the effectiveness of aid-
funded development projects and weakens public support for develop-
ment assistance in donor countries.”® Additionally, the Bank found that
corruption causes macroeconomic instability, discourages small entre-
preneurs, endangers the environment and causes the poor to suffer dis-
proportionately.’

The estimates regarding losses to corruption each year are startling.
According to the Bank, ‘[ijn the United States alone, fraud and corrup-
tion claim $400 billion per year’.l1° Doig and Theobald point to evi-
dence from Switzerland that $420 billion is hiding in its banks from
African heads of state.!! Rose-Ackerman demonstrates the severity of
the problem by showing that ‘if just 5 percent of the $90 billion of
foreign direct investment in the developing world in 1995 were paid as
bribes, the total would be $4.5 billion annually’.!? The costs and conse-
quences of corruption for developing countries in particular are severe,
and the Bank is praised by many for tackling this often difficult and
shadowy problem.

Background: the Bank and politics

Despite the importance of combating corruption for sustainable devel-
opment, there are difficult political consequences for the Bank in
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undertaking this work. Throughout the book, I will refer to the Bank’s
‘non-political mandate’. Unlike bilateral donors, the Bank ought not to
take political considerations into account when making lending deci-
sions. This non-political mandate was devised by the Bank’s founders
to protect it from the political vagaries of the Cold War and was
designed to ‘assure all members [of the Bank] of equality before the law
... because membership involves both obligations and rights’.!* The
Bank is required to ensure that the money is used for the purposes of
the loan, ‘with due attention to considerations of economy and
efficiency and without regard to political and other non-economic
influences or considerations (Art. III. Sec. 5(b))’. Art. 10. Sec. 10. states,
‘The Bank and its officers shall not interfere in the political affairs of
any member; nor shall they be influenced in their decisions by the
political character of the member or members concerned. Only
economic considerations shall be relevant to their decisions, and
these considerations shall be weighed impartially in order to achieve
the purposes stated in Art. 1./

The founders were all too aware of the relationship between politics
and economics. Indeed, ‘such cognisance prompted them to emphasize
the need to allow the Bank to operate as a universal, financial institu-
tion’.!* In addition to protecting the Bank from Cold War politics, the
mandate was designed to protect its reputation as a conservative, tech-
nocratic financial institution. ‘Political considerations are supposed to
be irrelevant ... “especially as the Bank’s credibility and strength has
traditionally depended on its status as a quintessential technocracy
exclusively concerned with economic efficiency”.’tS According to the
Bank itself, ‘As a reflection of the strength of the institution’s capital
backing as well as its prudent financial policies and risk controls, bonds
issued by the World Bank have been AAA-rated since 1959 ... We have
a record of consistent profitability with annual net income exceeding
USD 1 billion for the past 15 years. World Bank lending is limited to
sovereign-guaranteed projects and the Bank enjoys a preferred creditor
status with its borrower-shareholders. It has never declared a loan loss
nor rescheduled any loan. Strict concentration limits and broad sector
diversification further minimize lending risks. The Bank is one of the
most prudent and conservative financial institutions in the world.’'6
This preferred status enables the Bank to raise capital at favourable
rates in order to lend at high volumes with low interest rates.

Several authors refer to this as its ‘apolitical mandate’.!” The Bank
itself refers to its ‘non-political mandate’, There is a subtle distinction
here. Apolitical means ‘not political, [or] not concerned with poli-
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tics’.1® This may describe the way the Bank used to look at develop-
ment up until the 1980s, as I show in future chapters; however, it now
accepts the role that politics plays in development and impacts its own
projects. Nevertheless, because of its mandate, the Bank may be con-
cerned with politics but it is not allowed to work in the political sphere
or to advocate one particular political system over another. This then is
‘non-political’ rather than ‘apolitical,” and I will refer to it as such.

Critics have accused the Bank of behaving as a political actor, despite
the Bank maintaining that it acts without political considerations. It
claimed this when it lent to non-democratic regimes, despite popular
sentiment against such lending (for example, South Africa under
apartheid). It has claimed this when lending to one of its largest
clients, China, despite the protests of the US and various human rights
groups.'” However, this principle has not been consistently applied,
and will often depend on the amount of leverage the Bank has in the
borrowing country.2°

According to Ayres, ‘Political factors seemed to enter in to a greater
extent for countries that were highly salient to the interests of the
foreign policy of the most important donor countries (most notably
the United States) or countries whose development policies, for what-
ever reasons, were highly conflictual and thus the subject of relatively
intense international attention and controversy.”?! US involvement in
the Bank has long been controversial. Critics of the Bank have claimed
that the Bank is subservient to US interests. Baldwin noted that these
claims were usually rejected by the Bank itself, as well as by some acad-
emics. However, he did identify certain facts of life which should be
taken into account. The US holds the largest number of votes and is
the largest potential contributor. The Bank has traditionally found a
good deal of its funding on the US capital market, although it has
diversified its portfolio considerably since the 1970s. Finally, by
unwritten agreement, the Bank president is always an American, and
therefore is likely to have at the least an American cultural outlook.??

In 1988, the then Bank president Barber Conable said, ‘“Allow me to
be blunt: the political uncertainty and arbitrariness evident in so many
parts of Sub-Saharan Africa are major constraints on the region’s devel-
opment ... I am not advocating a political stance here, but I am advocat-
ing increased transparency and accountability in government, respect
for human rights and adherence to the rule of law”.’?® By now, many
scholars see the Bank’s non-political stance as a myth, arguing that
lending to nations is inherently political, especially because of the
influence of powerful members, like the United States.?* Miller-Adams
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explains that ‘[tlhe Bank’s apolitical orientation, embodied both in the
Articles of Agreement and in the values and beliefs of its staff, is what
sociologists call an “organizational myth”. The point about such a
myth is not whether it is true or false, but that it plays an essential role
in an institutions self-conception and quest for legitimacy.’?

Through the decades that followed its inauguration in 1944, this
non-political mandate accorded with theories on development and the
general consensus on the role of multilateral versus bilateral aid and
the largely technical nature of Bank lending (for example, road build-
ing, dam building). With the large amount of capital available for
developing countries from private banks, the Bank had to keep lending
just to retain the Bank’s position as leader, regardless of the nature of
the regime.?¢ Furthermore, according to Mason and Asher, the Bank
often cut lending to newly democratic countries because of their unsat-
isfactory economic performance, while concurrently increasing loans
to military dictatorships with the power to implement austerity
measures.?’

Until the late 1980s, the Bank maintained, as did many others in
both aid agencies and academia, that authoritarian regimes were the
best facilitators of economic development, especially in light of the
politically unviable austerity programmes prescribed by the Bank under
structural adjustment.?® Tt was widely agreed that authoritarian regimes
were better at managing economic development and growth, as well as
maintaining a stable political climate. Even liberal donors such as
Sweden lent to brutal regimes in the belief that the poor would be
better off with the help than without.?” Indeed, the Bank argued that
its work in non-democratic countries was vital because its mission was
to help the poor regardless of the regime, and the ‘worst’ countries
might have found it difficult to find funding elsewhere.?® Table 1.1 lists
the Bank’s top twenty recipients of loans and credits from 1948-80.
Countries that have not had authoritarian governments at some point
during that period are highlighted. As we can see, only India has been
a democracy during the entire period. If the Bank had only financed
democracies, it would have had a very limited lending portfolio
indeed.

During the bipolar race for balance of power during the Cold War,
both the US and USSR sought to ‘purchase’ the loyalty of developing
nations through aid,?? and recipients often held a degree of power in
these negotiations. Fearing that rejected states would turn instead to
communist countries for aid, the West propped up several totalitarian
regimes in order to stabilize the political climate.?* Some more notori-
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Table 1.1 Twenty largest recipients of bank loans, IDA credits, and bank/IDA
resources combined, cumulative, 1948-80 (in US$ millions)3!

Bank IDA Bank/IDA
Brazil 5,313.7 India 8,285.2 India 11,055.8
Mexico 4,113.6 Bangladesh  1,454.2 Brazil 5,313.7
Indonesia 3,056.0 Pakistan 1,244.9 Mexico 4,113.6
South Korea 2,948.5 Indonesia 931.8 Indonesia 3,987.8
India 2,770.6 Egypt 783.6 South Korea  3,059.3
Colombia 2,761.4 Tanzania 538.7 Colombia 2,780.9
Yugoslavia 2,684.1 Sudan 522.5 Yugoslavia 2,684.1
Turkey 2,407.4 Kenya 408.3 Turkey 2,585.9
Philippines  2,389.9 Sri Lanka 369.6 Philippines 2,512.1
Thailand 1,960.4 Ethiopia 368.1 Pakistan 2,128.9
Romania 1,502.8 Burma 363.0 Thailand 2,089.9
Morocco 1,437.3 Zaire 277.0 Egypt 1,908.6
Nigeria 1,380.7 Madagascar 255.2 Romania 1,502.8
Argentina 1,350.3 Nepal 235.7 Bangladesh 1,500.3
Iran 1,210.7 Cameroon 230.5 Morocco 1,488.1
Malaysia 1,132.6 Yemen Arab 208.3 Nigeria 1,416.2
Republic
Egypt 1,129.0 Senegal 187.7 Argentina 1,350.3
Algeria 1,091.0 Ghana 179.0 Iran 1,210.7
Pakistan 884.0 Turkey 178.5 Kenya 1,197.6
Japan 862.9 Mali 173.2 Malaysia 1,132.6

Source: Ayres (1983), Banking on the Poor, p. 258.

ous examples include Chile under Pinochet, the Philippines under
Marcos, Uganda under Amin, Equatorial Guinea under Macias, and
perhaps most famously, Zaire under Mobutu. It was not only this
unique political climate that encouraged both bilateral and multilateral
donors to support authoritarian regimes. There were simply many
more dictators in the developing world than there are today.3* As the
norm, rather than the exception, donors were unlikely to take the
nature of a political regime into account when distributing aid. If they
did, there would indeed be few recipients to take advantage of aid.

The fall of communism in the late 1980s ended this almost universal
consensus, and instead democratic governments were seen as the best
facilitators of development. The Bank joined other donors in promot-
ing the idea that good governance was a pre-condition for economic
growth, including accountable and transparent decision-making, an
independent judiciary, a free press, increased popular participation
through a vital civil society, and finally, a commitment to combating
corruption. Many donors now require a commitment to democratiza-
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tion as a condition of aid, which includes respect for the principles
listed above, but only the Bank has stopped short of calling this
‘democracy’.

Work on corruption makes the Bank’s non-political mandate much
more problematic. In recent texts on anti-corruption work, the Bank
has become much more explicit in referring to the role of politics in
combating corruption. A report on corruption in transition countries
highlights the importance of political competition for increasing the
accountability of leaders.®> The same report defines political account-
ability as referring to ‘the constraints placed on the behaviour of politi-
cians and public officials by organizations and constituencies having
the power to apply sanctions to them’.3® In other words, the Bank is
advocating the need for competitive elections to combat corruption.

Looking at public sector reform, another recent Bank document
highlights three important ‘drivers’ of reform: rules and restraints
(including constitutional separation of powers), participation (includ-
ing representative decision-making and political oversight) and compe-
tition (including political competition).3” However, ‘[i]t is not being
suggested that active involvement to build all of these types of institu-
tions falls within the Bank’s mandate’.?® Clearly, this is an important
caveat given that the Bank is proposing liberal democracy as a means
of reforming the public sector. Referring to decentralization as impor-
tant for fostering participation, the report states, ‘[t]he political ratio-
nale for decentralization is the desire to move decision-making closer
to people to foster greater democracy. The economic rationale is based
on gains in allocative efficiency.’”®® One is left to guess where the Bank
has learned of the ‘political rationale for decentralization’ as there are
no references available, and it does not take into account the many
established democracies with highly centralized administrations, espe-
cially in Europe.

In the Africa region, the Bank speaks of ‘[almending the constitution
to redefine the role of the state, introduce new governance arrange-
ments, change the machinery of government or alter the balance of
power among the executive and the parliament’,*° as if these things are
the same as a management restructure. Goran Hyden has asserted that
governance is really like business management theory: ‘In the same way
as business management theory treats the organization as crucial to
business success, the governance approach treats regime — the organiza-
tion of political relations - as essential for social and economic
progress.’4! Herein lies the danger in trying to take the politics out of
things that are inherently political, such as regime choice, participation
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and government structure. It is simply not possible to do and is likely to
fail or to drive the Bank into a more explicitly political direction.

Increasingly, voices within the Bank are calling out for it to cast aside
its non-political mandate and embrace democracy as a condition for
Bank lending. Joseph Stiglitz, formerly the Bank’s chief economist,*?
connected its work on corruption to democratization: ‘Earlier, discus-
sions of corruption would have been off limits for the World Bank,
which was generally proscribed from engaging in political matters not
directly related to development. But the new thinking argues that there
is no bright line of demarcation: corruption, though a matter of poli-
tics, is at the heart of underdevelopment. But once that line has been
broached, the limits of what should be in the Bank’s purview are no
longer clear. Openness, transparency, and democratic processes
provide an important check on the operation of special interest groups
and the extent of corruption.’”®3 Indeed, Stiglitz calls on the Bank to
‘support democratic pluralism’.**

Another statement made by former World Bank Vice President for
East Asia and the Pacific, Jean-Michel Severino, could have far-reaching
implications for the Bank as a whole. Referring to Indonesia, he said, ‘It
is very clear that if we came to a situation where these governance,
democracy and human rights goals were not present in the govern-
ment, I don’t see how there could be any financial, political or techni-
cal support from the international community.’*® Furthermore, these
conditions apply to all countries, not just Indonesia. Mr Severino is
also said to have acknowledged the role of World Bank efforts to
spread democracy.*® It will be interesting to see if democracy is to
become an overall condition of lending, or if this is simply an over-
zealous staff member speaking out of turn. It is too early to tell. One
thing is for certain: if the Bank is to require moves towards democratiz-
ation as a condition for lending, it will have to amend its Articles of
Agreement.?” Significantly, during separate interviews with three senior
Bank staff, I was told that ‘we’re pushing the envelope’ on the Board to
approve this sort of amendment.

Kapur and Webb refer to the ‘legal wriggles’ needed to address cor-
ruption because of the Bank’s mandate: ‘If it is true that one cannot
wade into water without getting wet, [governance-related conditionali-
ties (GRCs), including corruption] will inevitably increase the politi-
cization of the [international financial institutions (IFIs)], tarnishing
the technocratic smock that provides credibility to their prescriptions.
If the IFIs have always been vulnerable to the political pressures of
their main shareholders, GRC opens the door more widely."#8
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Table 1.2 Donor approaches to anti-corruption®!

World Bank USAID UNDP DfID EU

Accountability X X X X X
Civil society X X X X X
Decentralization X X

Democracy X X X X
Human rights X X X X X
Legal reform X X X
Media X X

NGOs X X X X X
Partnership building X X X

Private sector X X X

Privatization X X

Public sector X X X X X
Service delivery X X X
Transparency X X X X X
Watchdogs X X

Source: Marquette (2001), ‘Corruption, Democracy and the World Bank’, Crime, Law &
Social Change, 36 (4), p. 401.

Since the early 1990s, the World Bank has been responsible, directly
or indirectly, for the majority of research available on corruption. The
research is economics-led and avoids, for the most part, directly
addressing overtly political issues, which the Bank says includes ‘elec-
tion processes or the structure and financing of political parties’.*’
Table 1.2 highlights areas of primary concern for anti-corruption
strategies for select donor agencies, including the Bank, and it illus-
trates how all-encompassing the Bank’s approach is. There are also
many areas — including accountability, human rights, a free media, and
civil society - that are associated with notions of democracy.*°

The Bank’s research on corruption attempts to separate the political
and economic from issues like civil society. It assumes that issues like
privatization are inherently economic, ignoring political arguments
about the role of the state and the provision of public services. As Fillip
points out, ‘The assumed ability to separate the economic and political
dimensions of governance [and corruption] is what allows the Bank to
address governance issues without going beyond its mandate.’>? The
Bank continues to churn out research at an astounding rate to remind
us of the economic implications of these issues and to de-emphasize
the political. It is this research that drives the direction of the Bank’s
anti-corruption work.
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In a current study of the World Bank’s work on legal reform, Weaver
addresses the challenges that the Bank’s non-political mandate poses
for this work, which it claims ‘can be addressed through apolitical,
technical assistance as allowed under the Bank’s mandate’.>? She cites
Lawrence Tshuma, who writes of the inherently political nature of
legal reform. ‘““Despite its claims to the contrary, by advising govern-
ments on, and by lending for, law reform programmes, the Bank is
involved in a process of social restructuring which involves the use of
state power and is therefore political”.”>* Referring to a number of
studies of legal reform in Latin America, Weaver concludes that ‘cling-
ing to the myth of apolitical development and failing to take political
factors into account may hinder the effective design and implementa-
tion of legal reform projects’.

Speaking before a group of NGOs in 2000, James Wolfensohn, the
current Bank president, explained how the Bank became interested in
tackling corruption:

Let me say first-off that until three years ago, the word ‘corruption’
was never mentioned at the World Bank. As some of you may know,
the true story that when I got to the Bank, the General Counsel
called me in to give me my briefing on what I could do and what I
could not do as President of the Bank. And he said the one thing
you cannot do is to talk about the ‘c’ word. And I said what is the ‘¢’
word? He said the ‘c’ word is corruption. And under the charter of
the Bank you are not allowed to talk about politics and corruption is
politics. Therefore, don’t talk about the ‘c’ word. You can talk about
anything else. You can talk about social justice, you can talk about
poverty, but for God’s sakes don’t talk about the ‘c’ word because
you will get fired. Your shareholders won't like it.

And that is not an allegorical story. That is, in fact, a true story. I
took this for about two years until I recognized that there was no
way to deal with the issue of equity and poverty and development
without tackling the question of corruption. So, I came out in my
Annual Meeting speech, I said corruption is a cancer and it is not
political but it is social and it is economic and, therefore, I am
allowed to talk about it. And if you politicians think that it is politi-
cal, that is your problem. I think it is social and economic.
Therefore, I can talk about it.>°

Wolfensohn has been backed by the US government, which blames the
previous lack of focus on corruption on ‘overly restrictive interpreta-
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tions of their Articles of Agreement against consideration of nonecon-
omic factors in their activities’ and ‘reluctance’ on the part of the
Executive Directors to tackle the issue.’’

The former General Counsel of the World Bank, Ibrahim Shihata,
referred to in the above quote from Wolfensohn, has highlighted his
areas of particular concern: lack of competence, the Bank acting as
both judge and jury to determine the quality of a country’s political
system, the implications for the Bank’s reputation on the financial
markets and the impact on the poor. ‘Conferring on the World Bank a
direct and explicit political role for which it has neither the mandate
nor the competence would ... raise major legal and political issues ...
Plainly, these provisions do not envisage a role for the World Bank in
the political reform of its borrowing members.’8

Even if it were to amend the Articles, a difficult and laborious process,
its entire culture would require restructuring as well. The Bank is staffed
largely by economists, and its programmes evolve out of the perceived
primacy of economic concerns. A new emphasis on democracy would
require that more political scientists, anthropologists and sociologists
join the Bank. It would also require new products, new monitoring
systems, a switch to qualitative, rather than quantitative measurements
for assessment, in addition to the acceptance of the international com-
munity as a whole that the Bank belongs in the ‘democracy game’. This
is not an insignificant change to its mandate, one that can take place as
‘democratization through the back door’. Indeed, it is worthy of
another Bretton Woods debate, open to a wide range of stakeholders,
including NGOs, academia, the media and so on.

I would like to offer a couple of caveats here. Firstly, the Bank is a
vast and complex institution. It appears to some as an unchanging and
highly technocratic bureaucracy that either does its job well and is a
highly efficient leader in the global marketplace, or instead a behe-
moth that never learns the lessons of its failures and always insists on
‘business as usual’. On the other hand, some see it as a vastly changing
and fluid institution that either easily adapts to the changing political
and economic environments in a way that reflects the needs of its
members, or instead insists on simply tacking on new philosophies
and new sectors without any real rethink of the needs of its members.
The truth is that the Bank can be all of these things at the same time.
By using documents, news reports and interviews, you can shed differ-
ent light and shadow on the same issues depending on the sources
used, thus highlighting the need for openness and alertness when
analysing the data. In addition, when the Bank does change, it does so
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rapidly. I have had to be flexible in the development of this research to
accommodate many changes in a vast programme that the Bank refers
to as ‘evolving’. Because of this I have tried to balance detailed analysis
with some broad generalizations.

Structure of the book

Chapter 2 looks at the way the Bank has developed as an institution
since its inception in 1944 to show how it reacts as an institution to
changes in the political and theoretical environments. The direction
that Bank policy has taken in the past has largely been the result of
changes in its environment, and this chapter provides the basis to
show that good governance and anti-corruption work are no different
from past efforts. Indeed, we can see how the Bank has been largely a
reactive force in development, rather than a proactive one, despite its
claims that it has often acted as a ‘leader’.

Chapter 3 builds an in-depth analysis of the introduction of good
governance and anti-corruption work at the Bank. Anti-corruption
work has developed out of its interest in good governance, and the two
are inextricably linked. I show that the Bank has long had an interest
in working on corruption; however, the prevailing political climate
needed to change before it was able to address the issue as it had long
desired. These changes finally came with the end of the Cold War and
the continuing failure of structural adjustment to make a significant
impact on economic growth in developing countries. Increased media
attention to the problems of corruption for development, largely as a
result of the work of Transparency International (TI), also helped the
Bank to explicitly address the issue without amending its non-political
mandate.

Chapter 4 provides a thorough analysis of the Bank’s current anti-
corruption work by focusing on its four-part strategy: minimizing cor-
ruption in its own work; helping countries build anti-corruption
programmes; mainstreaming corruption as a focus in its lending opera-
tions; and forming international coalitions to fight corruption.
Although this chapter appears to cover a very narrow area, it is actually
broad, encompassing areas like procurement, public sector manage-
ment, community empowerment, civil society, the media, interna-
tional organizations and financial management, often both from a
procedural and a theoretical perspective. The result is an anti-corrup-
tion programme at the Bank that is impressive in parts but unmanage-
able in its entirety.
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Chapter 5 focuses on the notion of ‘comparative advantage’, with
bilateral and multilateral donors each claiming advantage in some
aspect of anti-corruption work. This chapter will, in the first section,
provide an overview of major donors’ programmes, highlighting the
area identified by that organization as its area of ‘comparative advan-
tage’. The second section offers an evaluation of these claims and how
they impinge on the future work of the World Bank. Finally, Chapter 6
concludes the book.



2

The Emergence of a Development
Agency, 1944-1981

In 1997, the World Bank announced a commitment to combating cor-
ruption within its own projects and within its client countries. The first
has always been a concern of the Bank since its inception. The second
marked a complete departure from past Bank activity, where the Bank
had dealt with some of the world’s most notoriously corrupt dictators
and political regimes, often in the face of heavy criticism from many of
its shareholders. This current focus on corruption at the World Bank
must thus be seen both within the context of an overall international
movement and as the result of certain historical events. It is important
to examine the changing philosophy of development at the Bank, with
the Bank both informing and being informed by changes in develop-
ment theory, and also the significance of changes in Bank leadership.
The Bank’s position as a leader among development agencies, and
the propensity of donors to develop policies through a process of
osmosis,! means that any changes at the Bank gradually trickle down
into other donor programmes.? When producing an analysis of the
Bank’s anti-corruption programme, it is important to develop an
understanding of where it has come from — both in a historical context
and in a theoretical one. The Bank is affected by both external factors
and actors. It is subject to the vagaries of history — such as war and
social upheaval - just like any international organization. Its work also
has a symbiotic relationship with development theory. It feeds off of
existing theory and practice but also contributes greatly to the dis-
course through its own vast research.? In the words of its former
General Counsel, ‘The World Bank does not exist in a vacuum. It deals
with a world that undergoes constant changes in a fast increasing pace.
Changes occur not only in the economic conditions and relationships
the Bank is meant to address, and in their underlying political, social

15
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Table 2.1 Gillies’ four eras of politics in World Bank lending

1946 — mid-1970s Avoided politics by-and-large to build its reputation and
credibility and also to stay out of the Cold War

Mid-1970s to 1980  Carter’s human rights legislation; ‘hotch potch
application’

1980s Reagan influenced for geopolitical and ideological
reasons

Late 1980s onwards Rise of political conditionality and good governance

Source: Gillies (1996). ‘Human Rights, Democracy and Good Governance: Stretching the
World Bank’s Policy Frontiers,” in Griesgraber and Gunter (eds), The World Bank: Lending
on a Global Scale (London: Pluto Press), p. 119.

and environmental underpinnings, but also in the expectations of its
members, the ideological orientation of its work and continuously
evolving development economic theories.”

Gillies provides us with a useful typology to view the changing
approach to politics within the World Bank (see Table 2.1). If we
compare Gillies’ typology to the flow chart on the changing role of the
state found in Figure 2.1, we can see how they are linked.

This chapter will trace the historical trajectory from the Bank’s early
focus on project-based lending to the important shift to policy-based
lending under Robert McNamara, and will highlight certain internal
and external factors which led to today’s policy on corruption. This
evolutionary path can be seen in Figure 2.1. This is important in order
to understand the evolutionary process of such a significant shift in
focus, leading as it does to an increased politicization of Bank policy.

The World Bank and Bretton Woods

During World War Two, allied government officials, especially in the
US and UK, realized that stability of international economic markets
and reform of the international trade system would be essential factors
in the ultimate establishment of long-term peace.> Two of the most
prominent economists of the time independently developed plans for
international economic institutions which would bring about stability
in the postwar world, separately and without one another’s knowledge.
Harry Dexter White, the director of the Division of Monetary Research
and chief economic advisor to US Treasury Secretary Henry
Morganthau, developed the American plan. The British plan was devel-
oped by Lord John Maynard Keynes, the pre-eminent economist of the
age and an advisor to the British Treasury.



The Emergence of a Development Agency 17

Project-based lending

Policy-based lending » New focus on poverty
Highly politicized nature of aid
Relative polit!:al power of LDCs
OPEC and the debt crisis

New conservatism

/ Structural adjustment
Failure of adjustment

| ROLE OF THE STATE
End of the Cold War state as planner (1950s—1960s)
state as facilitator (1970s)
De-politicization of aid state as problem (1980s)
state as supporter (1990s)
Third Wave of democratization

Y
Good governance \
Political conditionality
Y

Donor assertion of agenda
Importance of ‘good’ policies
Anti-corruption agenda emerges

Figure 2.1 Evolutionary process: anti-corruption work at the World Bank

In 1944, President Roosevelt invited the forty-four Allied nations to
the Mount Washington Hotel near the Bretton Woods resort in the
White Mountains of New Hampshire to discuss the American and
British Joint Statement.® In July, more than 400 delegates arrived, in
order to spend twenty-one days discussing the Joint Statement, using it
as a framework to draft the Articles of Agreement, as well as establish-
ing organizational details and dealing with the special interests of
member countries.” It was at Bretton Woods that the International
Monetary Fund (IMF) and the International Bank for Reconstruction
and Development (IBRD, or World Bank) were born in order ‘[t]o assist
in the reconstruction and development ... of members by facilitating
the investment of capital for productive purposes ... to promote
foreign investment ... [and] to promote the long-range balanced
growth of international trade’.® However, the introduction of the
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Marshall Plan in the same year left the Bank without its primary goal
of reconstruction. Work on development had been an afterthought,
pushed for by Latin American delegates to Bretton Woods. The Bank
had faced immediate criticism from the developing world that its man-
agement team cared more about placating Wall Street than aiding less
developed countries (LDCs), but with the Marshall Plan, the Bank
turned its full attention to the LDCs.’

White and Keynes originally intended to head the IMF and Bank,
respectively, setting precedent for one to be headed by an American
and one by a European. The death of Keynes and murmurs in
Washington about White's alleged communist ties!® made this impos-
sible, so Camille Gutt, the former finance minister of Belgium, was
appointed as president of the IMF on 7 May 1946. No financiers were
found willing to deal with the inevitable politics of heading the Bank,
so Truman finally appointed Eugene Meyer, publisher of The
Washington Post on 25 June. Meyer believed that the new Bank would
have to make very prudent initial lending decisions in order to build a
solid reputation among investors; however, his directors wanted to
begin disbursing funds immediately.!! Chile was the first developing
country to apply to the Bank for funds in September 1946, only three
months after its opening. The $40 million loan application presented
only a vague outline of possible projects for its use. At the time, Chile
was in default on over $300 million in foreign bonds, and Meyer
refused to make the loan, to the consternation of his directors. The US
executive director Emilio G. Collado and Meyer argued vehemently
over whether or not the Bank should ‘simply hand out money’ or
make decisions based on sound judgement.!? Confrontations such as
this led to Meyer’s resignation in December, a mere six months after
accepting the presidency. Chile did eventually become the first recipi-
ent of a Bank loan for development, but not until March 1948, in the
amount of $13.5 million for the building of a dam.

Mikesell claims that challenges faced by the Bank after its establish-
ment ‘do not reflect the high competence of its originators. This failure
was due in part to the national political pressures on all the partici-
pants and in part to the conflicted attempt to create institutions that
would both address the immediate post-war financial problems and
provide a long-term framework for an international system.’!3 Several
factors were not foreseen by the drafters. First and foremost was the
Cold War. Second was the underestimation of the cost of reconstruc-
tion. Third, the time necessary to re-establish normal international
trade and payments relationships was also underestimated. Fourth, the
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rapid nature of independence in the colonial world drastically changed
the nature of Bank membership. Finally, the drafters did not under-
stand the differences between the needs of the industrialized world in
comparison with the needs of the developing one.!*

Meyer was replaced three months later by John ]J. McCloy, a Wall
Street lawyer and former assistant secretary of war. McCloy brought
with him two colleagues from Wall Street — Eugene Black, vice presi-
dent of Chase National Bank, to replace Collado as US executive direc-
tor, and Robert Garner, former treasurer of Guaranty Trust, as vice
president. This change in management heartened the financial com-
munity, which recognized the solid reputations of the new appoint-
ments. Wall Street responded positively to the Bank’s first public sale of
bonds on 15 July 1947. By noon, the $250 million offering was over-
subscribed.!s Tt was clear that despite early concerns, investors believed
that the Bank had a future as a development institution.

The rise of development theory

As the Marshall Plan worked to rebuild Europe, a wave of indepen-
dence rolled throughout the colonial world - starting in India and,
over time, spreading throughout Asia and Africa. The Bank’s first
quarter century saw its membership grow from thirty-eight countries
in 1946, to 116 countries in 1971.'¢ Although the weighted voting
structure!’ still allowed these new countries minimal input into
lending decisions and policy making, their external influence was
felt most strongly within the Bank vis-a-vis a shift in development
ideology.

In the early 1950s, the general consensus was that the neoclassical
model of economics based on the free market had failed capitalist
countries during the Depression, leading Myint to describe the ‘anti-
neoclassical’ nature of development theory at the time. Myint explains:

The consensus ... was that the problem of economic development
was essentially ‘dynamic’ and could not be satisfactorily considered
in terms of the ‘static’ neo-classical theory of resource allocation. It
was also believed that economic development would not take place
simply by relying on the market forces, but needed development
planning to push through massive investment programs.!8

Roger Stone, director and president of the Sustainable Development
Institute, asserts, ‘the early World Bank model is often described as
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“neo-Keynesian” in recognition of its emphasis on government plan-
ning and job creation in the context of a free economy’.!” Many coun-
tries and institutions, including the Bank, turned therefore to the
Soviet Union as a model for rapid development, as it had risen from a
primarily peasant economy at the turn of the century to the second
most powerful nation in an increasingly bipolar world.?° According to
Dobb, ‘[the Soviet system] affords a unique example of the transforma-
tion of a formerly backward country to a country of extensive industri-
alization and modern technique at an unprecedented tempo ... As such
it seems likely in turn to become the classic type for the future indus-
trialization of the countries of Asia.’?!

The rhetoric of nationalist developmentalism, according to Preston,
had been ‘used by local leaders in pursuit of independence’ and
‘affirmed the model of independent statehood which was to be the
vehicle of the achievement not merely of political freedom for the elite
but also growth and welfare for the masses’.?? The Soviet model of
economic growth attracted many new countries, such as India and
China, and many African nations as well. As James explained, ‘The
new states searched for a particular economic strategy appropriate to
their particular political condition. Their answer often lay in a partial
disengagement from the world economy, and a reluctance to accept
the goal of currency convertibility, or to see any substantial advantages
in trade liberalization.’??

Growth theory fitted into the political environment of the time. It
managed to combine development through industrialization, loosely
based on a Soviet-style system of planning, with an emphasis on the
free market and international trade. Theories of economic growth had
been in existence for some time, most prominently those by List,
Toennies and, of course, Marx.?* However, the most institutionally
influential of the twentieth-century growth theoreticians is Rostow,
who developed a model known as ‘modernization theory’. Rostow’s
The Stages of Economic Growth: a Non-Communist Manifesto? sets forth
his theory of development, based on that of List, whose model of
development also had five stages. The first is the ‘traditional society,’
with its focus on the family and on agriculture. The second stage is the
‘preconditions for take-off’. According to Rostow, this stage started in
Europe in the late sixteenth century. Preconditions include, among
other things, a political system, banks and a growing merchant class.
The third stage is the ‘take-off’, which he defined earlier as ‘an increase
in the volume and productivity of investment in a society, such that a
sustained increase in per capita real income results’.2® During the take-
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off, new industries expand, profits are reinvested, savings increase,
society and political structures change, and production exceeds con-
sumption. The fourth stage is the ‘drive to maturity’, where the
economy continues to grow at a steady pace. The final stage is the ‘age
of mass consumption’, where production turns to service-based indus-
tries and the focus on social security and the welfare state begins.
Rostow’s model was criticized by economic and political theorists
alike. Hoselitz wrote, ‘Economists have, on the whole, seen little useful-
ness in the various theories of economic stages.””” Meier and Baldwin
stated, ‘Almost all historians now recognize the limitations of such a
linear conception of history and no longer attempt to classify countries
according to stages of development.’?® After giving several pages of
empirical data, Kuznets scathingly replied, ‘Unless I have completely
misunderstood Professor Rostow’s definition of take-off and its statistical
characteristics, I can only conclude that the available evidence lends no
support to his suggestions.’?® Politicians, on the other hand, as well as
international institutions such as the World Bank and the UN, wel-
comed his theory.*° In it they found a non-Soviet justification for devel-
opment through industrialization, appealing to both nationalist
elements in the newly independent countries of Asia and Africa and to
capital-exporting industrialists in the developed world.?!

The Bank and development in the 1950s and 1960s

The Bank, meanwhile, had yet to achieve a stable management envir-
onment by the end of the 1940s. McCloy resigned relatively soon after
taking the helm, in June 1949. A primarily political animal, he left the
Bank to become the US high commissioner of Germany, leaving
Eugene Black as his successor. Black worked closely with clients and
created rapport. ‘His personality, his reputation for soundness, and his
stature were vital attributes in securing a doubling of the capital sub-
scriptions of the Bank by 1959.”32 In its first eighteen months of busi-
ness, the Bank received only three loan applications from developing
countries — Chile, Iran and Mexico. Indeed, Bank staff had to go out
into the field to elicit interest in loans; and when applications did
come in, they were vague and for unspecified projects. To address this,
Black decided that the Bank should offer developing countries its tech-
nical expertise in designing projects for lending.3?

Within the first five years of Black’s presidency, ninety-six loans were
made, totalling over $1.8 billion, in twenty-eight member countries
and three overseas dependencies, with $1 billion of that total spent
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outside of Europe.®* Black also made the first loan to Sub-Saharan
Africa in 1952, to the Belgian Congo (now the Democratic Republic of
the Congo). This was a twenty-five-year loan, in the amount of $40
million, at a rate of 4.5 per cent, and guaranteed by Belgium. The loan
was part of the Congo’s Ten Year Development Plan, which called for
public investment of up to $800 million for transport, communica-
tions, electric power, water supply, housing, health, education and
research. A large component of the plan involved locating private
investment in mining, manufacturing, large-scale agriculture and com-
merce, in order to raise exports 30-50 per cent over a ten-year period.
The Bank’s loan was to be used to import the capital equipment neces-
sary to put the plan into motion.%’

In keeping with modernization theory, the Bank believed that modern
infrastructure was the key to successful development. The Food and
Agriculture Organization (FAO) said that the key was improved agricul-
ture; the UN Educational, Scientific and Cultural Organization
(UNESCO) said it was education; and the World Health Organization
(WHO) said it was health. Only the Bank could back up its theory with
money. ‘It was the availability of financing for such undertakings that
stimulated philosophising about the vital role of economic infrastructure
in the development process, rather than the reverse.’”?® In order to rein-
force this philosophy throughout the developing world, the Bank estab-
lished its Economic Development Institute (EDI) in 1956, funded by the
Ford and Rockefeller foundations, in order to educate potential develop-
ment professionals from developing countries.

Black resigned in 1963, after thirteen years as Bank president. During
his term, 370 loans were made, totalling over $7 billion, with no
defaults, a net income in his last year of $83 million, and no taint of
corruption or mismanagement. Caufield notes, ‘Under Black’s leader-
ship the Bank was more than a mere lender. It became a diplomat,
acting as a middleman in disputes between nations. It became a force
in academia, shaping the newly emerging field of development theory.
It became the unofficial planning agency for the Third World,
co-ordinating the lending of other aid donors. It became an interna-
tional phenomenon.’?’

Development theory truly came into its own during the 1960s,
dubbed ‘the Decade of Development’ by President Kennedy in his
Foreign Aid Message of March 1961. He stated:

The 1960s can be — and must be — the crucial ‘decade of development’
— the period when many less-developed nations can make the
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transition into self-sustained growth - the period in which an
enlarged community of free, stable, and self-reliant nations can
reduce world tensions and insecurity ... For we are launching a
‘decade of development’ on which will depend, substantially, the
kind of world in which we and our children will live.38

The importance of development to the American government was duly
noted by the developing countries, who recognized the opportunity
presented by Kennedy’s announcement.

In the United Nations, the newly independent countries exerted a
considerable amount of influence. At the 16th Session of the UN
General Assembly in 1961, LDCs proposed a conference dealing with
trade issues. Their primary concern lay with the General Agreement on
Tariffs and Trade (GATT), which they saw as inadequate for dealing
with trade problems endemic to LDCs. They also disliked GATT’s Most
Favoured Nation (MFN) and reciprocity provisions, which can be
argued are applicable only if trading partners are on equal terms of
trade.®® The Group of 77 emerged from the first UN Conference for
Trade and Development (UNCTAD I), held in Geneva in 1964, as an
‘unofficial but very influential group of LDCs within the UN General
Assembly’. 40

The head of UNCTAD, Ratl Prebisch, is generally accepted as the
founder of structuralist economics, which rejects the formalism of neo-
classical and modernization models of development, focusing instead
on the substantive historical reality of economic activity.*! Hettne
explains that modernization was an example of positivism, or ‘value-
free’ social science, which objectively views things as they are, not as
they should be. The dependency theories which grew out of Prebisch’s
structuralism are instead examples of normativism, which looks at
development as what should happen, and acknowledges that different
circumstances imply that cases should be looked at subjectively.*?
Prebisch theorized that those countries which existed in the periphery
(the underdeveloped South) of the market, controlled by the developed
world in the North at the core, were unable to develop because they
were dependent upon declining terms of trade with the core. In other
words, the periphery would have to export more and more to the core
in order to import the goods that the core produced.*® To counter this
imbalance in terms of trade, he recommended that LDCs support pro-
grammes of import-substitution industrialization (ISI) on a regional
basis to build economies of scale, while focusing on exporting manu-
factures. He also recommended that LDCs pursue policies of income
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redistribution, promote education, redistribute land from the hands of
a few elites to the masses, and therefore create the greater social mobil-
ity he believed was necessary to make ISI work.**

Dependency, a neo-Marxist theory, grew out of Prebisch’s structural-
ist theory. Frank stated that dependency of the periphery was inten-
tionally maintained by the core in order to exploit its resources. The
only way out of this state, according to Frank, was through socialist
revolution resulting in the collapse of the capitalist system.*> Cardoso
and Faletto disagreed with Frank’s belief that the periphery had no
choices other than revolution, but rather focused on the role of the
dominant class and the ownership structure of domestic industry.*¢
Both Nkrumah and Woddis explained that political imperialism had
been replaced with economic neo-imperialism in an attempt by the
North to exploit the South’s resources, to preserve the North's strategic
interests, and to prevent the spread of socialism.*’ According to
Nkrumah, ‘The essence of neo-colonialism is that the state which is
subject to it is, in theory, independent and has all the outward trap-
pings of international sovereignty. In reality its economic system and
thus its political policy is directed from outside.”*8

As interest shifted from modernization to dependency, Black was
replaced by George Woods, a board member of the Henry J. Kaiser
Co.# and chairman of First Boston Corporation, as president of the
World Bank. His five-year term was marked by two ironies. Firstly, he
wanted to make the Bank more ‘responsive’ to the needs of developing
countries, but his undiplomatic dealings and tough economic demands
soured his relationships with the Bank’s borrowing members. Secondly,
he suffered great embarrassment at the Bank’s prosperity, which had
reserves of almost $1 billion when he took over from Black. With the
encouragement of the US and Germany, he started transferring por-
tions of this surplus from the IBRD to the International Development
Association (IDA)>° — over $200 million from 1964-6.

A World Bank oral history records Woods asking, ‘“Do you really
think that a development finance agency ought to measure its success
by the lack of defaults? We shouldn’t be concerned by whether a
country is able to service a loan. We should be more concerned with
what good it is doing for the country.”’>! In an article for Foreign
Affairs, he warned that LDCs were devoting over one-tenth of their
foreign exchange earning to debt service, and yet still had not achieved
the ‘precondition of industrialization, including stable government, an
acquisitive outlook, and technical capacity’.>> Woods’ term as president
stands out as being unremarkable, but he did pave the way for a more
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dramatic role for the Bank in the next decade. His essay contains ‘one
of the most widely quoted statements of the first “Development
Decade”,’® in which Woods claimed, ‘A preliminary study made by the
World Bank staff ... suggests that the developing countries could put to
constructive use, over the next five years, some $3 to $4 billion more
each year than is currently being made available to them.’>* This state-
ment greatly influenced the next Bank president, Robert McNamara,
who took over after Woods retired in 1968.

A turning point for the Bank

The late 1960s marked an extraordinary shift in the World Bank’s
development ideology. This transformation can be partially attributed
to the arrival of the remarkable McNamara as president, who possessed
a completely different background and ideas than those held by any of
his predecessors. In addition, upheavals in the political environment
around this time forced McNamara to rethink the Bank’s entire
approach to development. Eichengreen and Kenen identify four major
changes that altered the raison d’étre of the World Bank and IMF:
(1) the global economic dominance of the United States; (2) the
small number of countries involved in the design of the Bank and IMF;
(3) the protectionist stance taken by many developed countries
(DCs); and (4) the success of DCs in managing domestic change.>®

The Bretton Woods system as envisioned by its founders ended
abruptly on 15 August 1971, when US President Nixon announced his
New Economic Policy (NEP). The booming American postwar economy
was in a state of crisis by the beginning of the 1970s. Industrial produc-
tivity was down, excessive domestic inflation existed, unemployment
levels were at their highest since the 1930s, and there were also
massive short-term capital flow problems. The US faced balance of pay-
ments deterioration due to an import increase resulting from increased
demand from consumers and industry and massive military spending
on Vietnam.%® Importantly, it faced increased competition from a
recovered European Community as well as from Japan, with the three
becoming increasingly interdependent. Instead of seeking a way to
work within the state of increasing interdependence, the US suspended
the convertibility of the dollar into gold, destroying the pegged rate
system of Bretton Woods.*” This had the effect of ‘shattering the linch-
pin of the entire international monetary system — on whose smooth
functioning the world economy depends’.>® The NEP also imposed
several new import surcharges; set up export subsidies and a business



26 Corruption, Politics and Development

development incentive programme which discriminated against
foreign inputs; reversed traditional US policy regarding protectionism
and free trade; and Nixon himself broke tradition by calling for a
decrease in foreign aid, taking domestic political credit for the action.>®
A weakening global economy forced the Bank to justify its existence
and its need for financial contributions from DCs by changing its
overall approach and introducing an emphasis on morality and on
poverty.

Poverty and the change to policy-based lending

Robert McNamara joined the Bank in June 1968, and was the first Bank
president (and the last, thus far) to hold a high-level political position.
As early as 1966, while still US Secretary of Defence, McNamara gave a
speech in which he announced that US security interests lay in LDCs
because he believed there existed a correlation between poverty and
violence. He stated, ‘There is an irrefutable relationship between vio-
lence and economic backwardness ... In a modernising society, security
is development...A developing nation that does not in fact develop
simply cannot remain secure.’®® His ideology became known as ‘con-
tainment liberalism’, whereby ‘the poor could gain a larger share of the
national wealth without political and social upheaval or without seri-
ously depriving local elites’.®! Achieving balance between the poor and
elites was, in McNamara’s opinion, the key to successful development
and also the key to global stability. He was therefore distressed to find,
upon his arrival at the Bank, that Congress held de facto control over
many of the IDA’s lending decisions, because of its unique funding
position.®> When McNamara asked staff why there was no lending in
certain areas, ‘[h]Je was told that Indonesia was a pariah to the
American government; Egypt was unpopular with Congress; Africa was
too backward to benefit from the Bank anyway’.5

In his inaugural address to the Bank’s Board of Governors in
September 1968, he established his desire to set a ‘development plan’
for each LDC with a list of projects that would receive support if
money was no object.®* He stated a firm commitment to double Bank
lending in the following five years from that lent in the previous five,
as well as to increasing lending in Africa, Asia and Latin America, with
new projects for sectors previously untouched - education, health,
family planning and agriculture. During his first five-year term,
McNamara kept his promise to double lending in comparison with the
previous five years. As a matter of fact, he succeeded in doubling
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lending in comparison with the previous twenty-five years. In West
Africa, there were almost three times the number of project commit-
ments in his first five years than in the previous twenty-five. In East
Africa, as well as Europe, the Middle East and North Africa, the total
number of money committed almost doubled during the same period.
Under McNamara, Bank spending increased from approximately
US$2.7 billion in 1970 to US$8.7 billion by 1978, with the aim of alle-
viating poverty and maintaining political stability in the developing
world. This additional funding was created by tapping the previously
under-utilized European financial markets, which not only increased
finance available to the Bank but also decreased reliance on the US
capital market.

In the years 1946-68, the Bank had 708 projects totalling over
$10.5 billion; while in the years 1969-73, these figures were 760 and
$13.5 billion, respectively.® This indicates that the average amount
spent per project increased. This is due to a change in focus from
project finance to policy finance. Singer claims McNamara ‘seized
eagerly upon an academic doctrine by the name of “fungibility”,
which maintains that if high priority projects are funded, it frees up
government reserves which would have been spent on that project and
can now be spent instead on things like the military, high civil service
salaries, and pet projects’.%® Hence, lending for individual projects
could distort overall development priorities.®” In this vein, McNamara
recognized that building a dam is not enough to encourage develop-
ment. A country must also have engineers and managers to ensure the
dam produces results after it is built, and it must also have healthy
people ready to take advantage of the benefits a dam could bring.
McNamara believed that current Bank lending presented a disjointed
approach to development, and that, ‘What we need - and what we
must design - is a comprehensive strategy that will constitute an
overall plan into which particular policies and individual projects can
be fitted as logical, integral parts.”®® This included a shift in focus from
project lending, for things like dams and airports, to policy lending, for
health, education and improvements in agriculture.

The consensus which emerged under McNamara’s leadership became
one based upon poverty alleviation, rather than simply economic
growth, with the following considered necessary: ‘(1) investment in
education, health, nutrition, low-income housing, communications,
and information; (2) employment generation through economic
growth; (3) support of small enterprise development through credits,
technical assistance, the provision of information, and clear, secure
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property rights; and (4) the provision of efficient public or private
safety nets.’®® The language and concepts introduced were foreign to
the Bank as a financial organization. McNamara discussed redistribu-
tion of income and land reform. He insisted that ‘the rich and power-
ful have a moral obligation to assist the poor and the weak’.”® The
sweeping goals he set for himself and his staff were criticized by many
within the organization as unquantifiable and fiscally unsound,”! but
became the backbone of its lending strategy despite this.

The debt crisis

In 1973, five years after McNamara became Bank president, the price of
oil doubled. The increased price shocked both developed and develop-
ing countries, as the average price per barrel of oil rose sevenfold in
three years, from approximately $2 in 1972 to approximately $14 in
1974.72 Global inflation rates soon soared and other commodities,
many produced in the developing world, followed suit.”?
Unfortunately, the oil embargo proved costly to the oil-importing
LDCs, and the benefits received from inflated commodities prices were
short-lived. The cost of oil imports increased by $10 billion, or 40 per
cent of the entire net inflow of external capital to LDCs in 1973.74 DCs,
facing increased pressure at home, sought to decrease their contribu-
tions to the IDA, limiting the Bank’s ability to increase lending to the
very poorest countries at a time when the need for aid had greatly
increased. McNamara told the Board of Governors in 1974, ‘aid is not a
luxury - something affordable when times are easy, and superfluous
when times become temporarily troublesome. It is precisely the oppo-
site. Aid is a continuing social and moral responsibility, and its need
now is greater than ever.’”s

To offset the decrease in IDA funding, McNamara arranged a meeting
with the Iranian Shah Mohammed Reza Pahlavi to explain the detri-
mental effects of the embargo on the world’s poor. In February 1974,
the Shah promised that OPEC would establish a fund in order to make
concessional loans for growth, one-third administered by the Bank’s
LDC Board of Governors, one-third by OPEC, and one-third by the
DCs. The plan never materialized, because other OPEC countries were
angered at not being consulted, and Nixon and Congress used their 23
per cent vote in the Bank to block it.”® However, it did bring attention
to the need for further bilateral aid.”” As we can see in Table 2.2, overall
OECD aid increased fivefold from 1960 to 1980, although it decreased
as a percentage of GNP. OPEC countries began giving foreign aid in
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1975, contributing a significant amount compared to OECD countries,
if one looks at percentage of GNP.

During the period of buoyant commodity prices in the early 1970s,
many developing countries borrowed heavily from private foreign
commercial banks against future commodity earnings, calculated at the
inflated prices which existed at the time. Private investment by com-
mercial banks in LDCs picked up in the 1960s and soon surpassed that
of the World Bank in the 1970s. This was due mainly to the rise of the
‘Eurodollar’, the term used to describe US dollars held outside the US.”°
Bankers everywhere saw possibility in this. They could trade in US
dollars, the currency of international trade, while bypassing restrictive
US laws. Even US banks began opening branches overseas to take
advantage of this. In 1960, only eight US banks held branches overseas,
but this figure had risen to 107 by 1972.8°

After the OPEC embargo, new oil millionaires began to invest in
Eurodollar accounts in international banks at high rates of interest.
The banks, faced with a massive increase in deposits, sustained these
high interest rates with loans made to LDCs, also at high rates of inter-
est.8! Few of the new lenders had experience in making capital risk
assessments for LDCs, and did not pay attention to how the money
was being spent or to the management of the currency composition of
the debt. These loans were so profitable, bankers went out actively
seeking LDC governments to offer finance, whether needed or not.
These lending decisions were based upon the belief that unlike individ-
uals, ‘governments ... never willingly default on sovereign debt’.82 In
the words of Caufield, “To paraphrase Oscar Wilde’s characterization of
fox hunting, the lending boom of the 1970s and early 1980s was the
uninformed in pursuit of the uncreditworthy.’83

Despite the growing atmosphere of uncertainty and turmoil,
McNamara insisted that LDCs deeply in debt continue to borrow, rea-
soning that debt is not a liability but rather a catalyst for growth.
Speaking to the Board of Governors in 1978, he said, ‘While a number
of analyses have concluded that there is no general problem of middle-
income developing countries being unable to service debt, individual
countries may run into liquidity problems. The availability of private
capital to a broader range of middle-income developing countries
would make the market less sensitive to developments in a restricted
few.’8* However, unanticipated exogenous shocks, such as the decline
in commodity prices, unprecedented oil prices, declining terms of
trade, increased trade protectionism in developed countries, high inter-
est rates, a strong dollar, adverse weather conditions, and further
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endogenous shocks such as capital flight, inefficient state enterprises,
and poor fiscal management by debtor governments precipitated a
debt crisis by 1982.85 LDCs were left with high levels of external debt
and no means with which to obtain the foreign exchange required to
pay. In 1970, total external debt owed by LDCs was $17 billion, but by
1978 this figure stood at $55 billion.8¢

In 1976, Zaire stopped payment of over $700 million owed to private
banks. The banks did not want to reschedule for fear of setting pre-
cedent; instead, Citibank called on creditors to lend a further
$250 million to cover the overdue payments. Zaire was unwilling to
adopt required economic reforms, and instead defaulted on a further
$800 million owed to bilateral and multilateral agencies. The IMF
placed Erwin Blumenthal, a former Bundesbank official, in charge of
Zaire’s central bank, but he took only a year to determine that the situ-
ation was hopeless. Therefore, most creditors had to write off their
loans.%” Zaire was followed by Peru (1977), Turkey (1978), Iran (1979)
and Poland (1981).

The gravity of the matter became apparent when Mexico announced
in 1982 that it could not pay the $81 billion owed to foreign creditors.
To illustrate the serious nature of this announcement, two-thirds of
Citibank’s net corporate assets were held in Mexican loans, and over
80 per cent of the Bank of Tokyo’s. If other Latin American countries
were to default as well, the top six US banks would go bankrupt. The
IMF was forced to step in. It gave Mexico emergency loans with condi-
tions of austerity and the promise to keep up interest payments on
existing debt. It also arranged for $5 billion more in loans from private
banks by threatening to let Mexico default.®® With this, a new role for
both the IMF and World Bank emerged.

McNamara and politics

Robert McNamara’s time as Bank president provides interesting exam-
ples of the Bank’s political involvement in US foreign affairs, not
necessarily surprising considering McNamara is a former US Secretary
of Defence. On 4 November 1979, as McNamara argued with Congress
that the IDA required more funding to help offset the oil price shocks,
the US embassy in Iran was invaded. According to Shapley, ‘The
mighty United States, long-term protector of Iran and largest financier
of the Bank and IDA, had been spit in the eye. So much for foreign
aid.”® Congress pounced on the issue and refused to release funds to
the IDA unless it received a guarantee from the Bank that the funds
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would not be lent to Iran, and also Vietnam, Cambodia, Cuba, Laos,
Angola and the Central African Republic. Although this violated the
Bank’s non-political mandate, McNamara agreed. This action immedi-
ately undermined the Bank’s credibility as an international (as opposed
to US) organization, and McNamara was forced to retract his state-
ment.”®

Following the election of US President Jimmy Carter, Senator James
Abourezk, a Democrat from South Dakota, accused the Bank of
seeming to favour non-democratic military regimes in its lending port-
folio. He cited Chile, Uruguay, Argentina and the Philippines, which
were each scheduled to receive loans at that time totalling
$664 million, despite accusations by the international community of
gross violations of human rights.’! Congress passed the ‘International
Financial Institutions Act, 22 USC 262 g’ to require US executive direc-
tors to use their votes in the IFIs to ‘advance the cause of human
rights’, by avoiding lending to torturers or those regimes who give
refuge to terrorists.”? A further bill in the Senate required ‘US delega-
tions to international financial institutions to vote against loans for
gross violators of human rights, unless funds directly benefit basic
human needs’.”®> However, these bills caused great controversy within
the US government. Liberals in Congress who had lobbied for and
pushed through the legislation balked at the idea of cutting off funds
to the IFIs in order to influence policy on human rights, because they
believed the IFIs were good for development overall and thought
cutting off funds would adversely impact the poor.”* Carter himself
opposed the legislation ‘as an unwise restriction on executive authority
and a politicization of the multilateral bank’.”> Even the US administra-
tion wanted to uphold the Bank’s non-political mandate. However, the
legislation was passed by Congress, although it has not always been
consistently applied.

Conclusion: the advent of structural adjustment

Meanwhile, politicians in the North were facing a changing of the
guard, especially in the US and UK. Conservative Margaret Thatcher
was elected Prime Minister of Britain in 1979. Within a month, the
new government cut taxes and spending, including foreign aid.?®
When Republican Ronald Reagan was elected US president in 1980, he
appointed David Stockman, one of Reagan’s infamous ‘Whiz Kids’, as
director of the Office of Management and Budget. The many support-
ers of ‘supply-side economics’ believed the budget could be balanced
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through tax cuts, which would increase the incentives to earn and
hence increase overall tax revenues in the long term. Stockman real-
ized that in order to finance this tax cut and the increased defence
spending required by Reagan, overall spending would have to be cut by
approximately $40 billion in fiscal year 1982 in order to produce the
balanced budget promised by Reagan during his campaign.®” One of
his first casualties was the then unpopular budget for foreign aid, espe-
cially for the IDA.%® In Stockman’s own words:

The Gramm-Stockman budget plan had called for deep cuts in the
foreign economic aid on the basis of pure ideological principle. Both
[Phil] Gramm and I believed that the organs of international aid
and so-called Third World development — the UN, the multilateral
banks, and the US Agency for International Development — were
infested with socialist error. The international aid bureaucracy was
turning Third World countries into quagmires of self-imposed
inefficiency and burying them beneath mountainous external debts
they would never be able to repay.®’

In order to exist in this new antagonistic environment, it was obvious
that the Bank had to change. McNamara was aware of this need, even
before the elections of Reagan and Thatcher. Speaking to the Board of
Governors in Belgrade in 1979, McNamara announced a new kind of
lending that the Bank was possibly looking to implement that would
assist in export promotion and prevent balance of payment difficulties
in LDCs, which would be known as structural adjustment.!% The first
structural adjustment loan (SAL) was made in March 1980 to Turkey
for $200 million, with a total of $1.5 billion scheduled over a four-year
period.’®! McNamara did not see out the programme he initiated.
Despondent after the death of his wife and discouraged by the failure
of his ‘war on poverty’, he retired in June 1981 and was replaced by
A. W. ‘Tom’ Clausen, the former head of the Bank of America.!?
Intending to find ways to trim the Bank’s US financing, the Treasury
department investigated the usefulness of the Bank for US interests,
but found that ‘the United States is without question the major
influence in the Bank’.!”® Examples of US influence included
‘McNamara’s 1979 pledge not to lend to Vietnam, the Bank’s refusal to
lend to Chile while Allende was in power, and its willingness to lend
generously to friends of the United States, such as Zaire, Indonesia,
Thailand, and the Philippines, even when they failed to meet the
Bank’s normal standards of creditworthiness.”'* The administration
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lobbied for, and won, an increase in its contributions to the Bank and
IMF in light of its approval for the Bank’s role and its structural adjust-
ment programmes.1% It backed off, for the most part, from trying to
influence Bank lending for human rights considerations, reflecting a
different approach to human rights in the new administration.!%

The debt crisis helped to discredit McNamara’s ‘containment liberal-
ism,” after which Bank policy institutionalized neoliberalism within the
aid agenda. The crisis was blamed in part on government mismanage-
ment, so neoliberalism argued ‘for the abandonment of economic
planning directed by the state and for a return to free markets, the
principles of comparative advantage, and the development of entrepre-
neurial spirit’.!9” This ideology became popularly known as ‘the
Washington Consensus’, which ‘begins with the view that decentral-
ized, market-driven or market-oriented economies are the best per-
formers in terms of production and economic growth, economic
efficiency, and flexibility and adaptability to change in the interna-
tional situation caused by economic cycles and by secular changes in
technology, information, relative prices, factor mobility, and consumer
preference’.!® Within the first week of Clausen’s term, he made it
known that he disagreed with McNamara's focus on poverty and with
the overall version of ‘Keynesian economics’ followed by the Bank up
to that point. Instead he believed in ‘supply-side economics’, really a
version of ‘trickle-down economics’, where the benefits of economic
growth ‘trickle-down’ from the rich to the poor, with growth stimu-
lated by the private sector.1®®

The Berg Report, published in 1981, set out the Bank’s plans for
structural adjustment, and is often credited with engendering neoliber-
alism. It stated that Sub-Saharan Africa’s poor economic performance
was based on rapid population growth, the legacy of colonialism, poor
crop performance due to inclement weather, and poor public policy.
Declaring that ‘increased aid together with policy reform holds the
promise of a highly fruitful investment which will be able to accelerate
growth during the 1980s’,!1° the Bank proposed the establishment of
‘structural adjustment programmes (SAPs)’. The four main elements of
SAPs are currency devaluation, reduction of the state’s role within the
economy, elimination of subsidies in order to improve price incentives
and the liberalization of trade.!!! The intent of SAPs are to ‘support
programmes of specific policy changes and institutional reforms in
order to achieve improvements in the balance of payments, maintain
economic growth in the face of severe constraints and increase inflows
of external assistance’.!1?
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SAPs have indeed succeeded in achieving this final aim - to increase
flows of external assistance, both in grant form and in loans. Total
external debt owed by LDCs was $106 billion in 1980, but was a
remarkable $535 billion in 1995, constituting 38.7 per cent of LDC
GNP and 183.9 per cent of exports.!!® Furthermore, in 1980, 22 per
cent of Sub-Saharan Africa’s external debt was owed to multilateral
agencies (such as the World Bank and the International Monetary
Fund [IMF]). In 1995, this figure was 40 per cent,!!* indicating not only
an overall increase in external debt since SAPs were introduced, but
also that a larger percentage of this debt is owed to the multilateral
institutions.

Edward Jaycox, formerly Vice President for Africa at the Bank,
explains that ‘the Bank’s main goal as a development institution is to
assist a country both to accelerate its economic growth and reduce
domestic poverty’,!!> but many critics believe that SAPs have had the
opposite effect on Sub-Saharan Africa. Not only have the poor them-
selves been adversely affected by SAPs, but their ranks have swelled
since their implementation. In the 1980s, incomes in Sub-Saharan
Africa fell by an average of 20 per cent, unemployment quadrupled,
investment fell to pre-1970 levels, and its share of global trade halved
to 2 per cent.!'® In 1994, the World Bank claimed that, ‘In African
countries that have undertaken some reforms and achieved some
increase in growth, the majority of the poor are probably better off and
almost certainly no worse off.’'17 In 1992, the World Development Report
showed a mixed review to SAPs. It estimates that middle-income coun-
tries showed growth rates 4 per cent higher than would have occurred
without SAPs, but lower-income (mostly in Sub-Saharan Africa) results
were mixed.!!® Table 2.3 shows a comparison over time of GNP growth
or decline between Sub-Saharan Africa, with a high proportion of
countries under Bank-directed adjustment, and Southeast Asia, where
this adjustment was rare. Of all countries surveyed in Sub-Saharan
Africa 52 per cent show a decrease or stagnation in GNP, while the
same figure for Southeast Asia is only 13 per cent.!?

Structural adjustment has attracted much criticism.!?° Some critics
argue that the targeting of services which greatly affect the most disad-
vantaged are not sustainable politically in the medium or long term,!?!
while Bello argues that SAPs actually weaken the domestic entrepre-
neurial groups necessary to the ‘supply-side’, by ‘eliminating protec-
tionist barriers to imports from the North and by lifting restrictions on
foreign investment’.!?2 Chossudovsky even goes so far as to accuse the
World Bank of having a ‘hidden agenda’, whereby the ‘compression of
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Table 2.3 Comparison of GNP per capita change in Sub-Saharan Africa and

Southeast Asia, 1984-94

Country 1984 GNP Per 1994 GNP Per (I)ncrease,
Capita in USD  Capita in USD (D)ecrease,
(S)ame

Benin 310 410 I
Burundi 280 210 D
Cameroon 890 820 D
Cape Verde 350 850 I
Central African Republic 310 410 I
Comoros 340 510 1
Congo 1180 1030 D
Cote d’'Ivoire 950 670 D
Ethiopia 140 110 D
Gambia, The 360 370 1
Ghana 360 450 1
Guinea 310 510 1
Guinea-Bissau 170 220 1
Kenya 390 310 D
Lesotho 510 590 1
Madagascar 320 230 D
Malawi 210 210 S
Mali 180 310 I
Mauritania 470 530 I
Mauritius 1240 2700 1
Niger 310 280 D
Nigeria 860 320 D
Rwanda 260 250 D
Senegal 490 780 I
Sierra Leone 390 170 D
Tanzania 280 110 D
Togo 340 390 I
Uganda 230 170 D
Zimbabwe 850 570 D
China 310 470 I
Indonesia 580 670 1
Korea, Republic of 1910 6790 I
Malaysia 1860 2790 I
Papua New Guinea 820 950 I
Philippines 820 770 D
Solomon Islands 660 710 I
Thailand 790 1840 1

Source: World Bank (1984), World Development Report; World Bank (1994), World
Development Report (New York: Oxford University Press).
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wages in the Third World and Eastern Europe supports the relocation
of economic activity from the rich countries to the poor countries’; in
other words, ‘the development of a world-wide cheap-labour export
economy’.!z

Ponte takes a more pragmatic approach, explaining that the Bank’s
claims of success must be re-evaluated using its own figures and
methodology. His study criticizes the inclusion of some countries in
Bank calculations, and the exclusion of others. Furthermore, his own
calculations adjust the time periods examined, and therefore show the
Bank’s estimates to be over-optimistic. Importantly, he points out that
Bank evaluations exclude vital factors, such as the state of the interna-
tional economy, terms of trade, price variations, the weather and the
initial condition of individual economies.!?*

Mosley asserts that although the Bank is quick to explain that each
SAL is custom-designed and not a standard ‘one-size-fits-all’, it is easy
to see patterns emerging. After pointing out the many similarities in
SAL design, Mosley goes on to explain that there seems to be no rhyme
nor reason in the implementation process. Malawi, with a debt-service
ratio of 3.2 per cent from 1978-80, received a SAL with very tight con-
ditions attached, while Bolivia, with a ratio of 36.3 per cent in the
same time period, received very loose conditions. Moreover, Pakistan
complied with 90 per cent of the conditions in its first SAL, but was
turned down for a second, while Kenya complied with only 38 per
cent, and yet received two additional SALs.!?® Evidence such as this led
Mosley to conclude, ‘First impressions therefore suggest that the rela-
tive bargaining strength of donor and recipient, rather more than con-
siderations of strict economic appropriateness, may have exerted an
influence on the World Bank’s conditional aid programmes.’!?® In
other words, those borrowers who need the money the most may be in
a weaker overall bargaining position, regardless of compliance with
conditions.

What many critics of SAPs point out, either implicitly or explicitly, is
that it is an imposition of economic and political conditions upon a
recipient of a loan by the donor, and that the relationship between the
two parties is inherently unequal. Its goals can be contradictory when
applied across countries,'?” and often implemented as if in a vacuum,
with one set of rules applying to poor countries and another for the
rich. As Bromley points out, ‘Since the neoliberal discourse assumes
away any specific problems of development, it naturally argues for a
position wherein all the policy adjustment lies on the side of the devel-
oping countries, in their conforming to the “realities” of the world
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market.’!2® In their criticism of the Berg Report, Sender and Smith state
that the most obvious problem is that adjustment does not deal with
Africa’s political conflicts, wars and class realities. It instead assumes
that state intervention in the economy has been based on ignorance
and the errors of African bureaucrats.!?

The failure of adjustment led donor agencies, and in particular the
World Bank, to conclude that factors in governance, and not just econ-
omic errors, on the part of recipients were to blame and that future
lending would need to take governance into account in order to be
successful. The 1990s saw a complete rethinking of the role of the state
in the development process, and an introduction of political condi-
tions into donor agendas, in addition to existing economic ones, rather
than a complete rethinking of the use of conditionality in general.
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The Path to the World Bank’s
Anti-Corruption Programme,
1981-1997

Conditionality in aid is not a new phenomenon, and there is extensive
literature about it. Different analysts offer different definitions. Nherere
defines conditionality as ‘the granting, withholding, suspension or
reduction of economic aid, or other benefits, being made conditional
upon the recipient country’s performance against other standards’,!
whereas Mosley defines it as ‘negotiation with the recipient govern-
ment of a set of changes in economic policy that the recipient must
implement in return for a loan or grant’.?2 Gordon refers to conditional-
ity as a set of ‘agreements between donors and recipients that
exchange financial transfers (either grants or loans) by the donors for
policy changes by the recipients’.?> Karl and Schmitter define it as
‘linking specific rewards explicitly to the meeting of specific norms, or
even to the selection of specific institutions’.* Hewitt and Killick
describe it as ‘leverage’ to achieve policy change.® To simplify, condi-
tionality can be defined as a system of rewards and punishments.
Funding is received for meeting the donor’s objectives, with sanctions
applied if the objectives are not met. There are several ways to apply
negative sanctions: withholding grants and loans, terminating funds
and technical support for projects in progress, restrictions on trade or
economic and political sanctions. The innovation in aid in the 1990s,
therefore, is not the introduction of conditionality on lending, but
rather the increasingly political nature of the conditions themselves.
Robinson explains, ‘Political conditionality refers to the linking of
aid to administrative and political reform in recipient countries, in the
pursuit of what is termed “good governance”. There are four compo-
nents to this: sound economic policies, that is, adherence to market
principles and economic openness; competent public administration;
open and accountable government; and respect for the rule of law and

39
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human rights.”® According to Baylies, ‘Political conditionality in its
broadest sense — with its concerns for human rights, pluralist politics
and efficient government - focuses directly on the state in its relation-
ship to society and more importantly, its relationship with the
economy’.” The main point to remember is that political conditionality
specifically links the provision of aid to political reform in recipient
countries, and that for donors, the ideas for what constitutes political
reform are naturally based largely on Western concepts of liberal
democracy.®

The changing orthodoxy on democracy and development

The relationship between development and democracy has been the
subject of much recent debate and is important for understanding the
justifications for the Bank’s anti-corruption programme. In a recent
book, Sandbrook, an expert on democratization in Africa, provides us
with an important caveat: ‘In all of this, certainly, we must step care-
fully, for debates about democracy, development, and globalization
will surely lead us into an ideological minefield.”” Pye also warns that
‘Ideologues of the right should ... be cautious about proclaiming the
victory of capitalism and democracy. It is precisely the relationship
between economics and politics that needs to be re-examined in the
light of current developments and in a spirit that is as neutral of old
ideologies as is possible in a scholarly environment.’! Kausikan
reminds us of ‘the common failure to make a critical distinction
between democracy as a political theory of legitimization of govern-
ment and democracy as a mechanism or instrument of government’.!!
The first he describes as almost universal while the second is more
flexible.

In the years following World War Two, scholars from both the right
and the left tended to agree that democracy was a ‘luxury’ that fol-
lowed economic development and would fail in poor countries, with
states forced to make a ‘cruel choice’ between development and
democracy.!? In an early and very influential article, Lipset argued that
economic development would bring a rise in education, leading to the
development of a political culture supportive of democratic practices.!
In other words, ‘The more well-to-do a nation, the greater the chances
that it will sustain democracy.’!* Along with higher education levels,
he also believed that increased levels of urbanization, high literacy
rates, increased wealth, a higher national income, strong civil society
and an effective and legitimate political system'> were essential for the
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emergence of a democratic polity.!¢ Therefore, ‘Given the existence of
poverty-stricken masses, low levels of education, an elongated,
pyramid class structure, and the “premature” triumph of the democra-
tic left, the prognosis for the perpetuation of political democracy in
Asia and Africa is bleak.”'”

In an equally influential historical study, Moore concluded that
there are three routes to modern society: a bourgeois revolution that
leads to capitalist democracy (England, France, US); a revolution from
above that leads to capitalist fascism (Germany, Japan); and a peasant
revolution that leads to communism (Russia, China).!® Although capi-
talism plays a role in the first two paths of modernization, it only leads
to democracy in one, and in historical examples, capitalism always pre-
cedes democracy. Rustow concurred, arguing that neither democracy
nor communism was applicable for developing countries because a
certain level of modernity was required for both.! Picking up Moore’s
thread on the role of capitalism, Friedman pointed out that, ‘History
suggests only that capitalism is a necessary condition for political
freedom ... It is therefore clearly possible to have economic arrange-
ments that are fundamentally capitalist and political arrangements
that are not free [for example, Italy, Germany, Japan, Spain under
Franco].”?®

Huntington argued that ‘rapid social change and the rapid mobiliza-
tion of new groups into politics coupled with the slow development of
political institutions’ would lead to inevitable instability and an envir-
onment not conducive to democracy.?! To Huntington, stability was
more important than democracy because it facilitated political institu-
tionalization. If an authoritarian regime could bring both economic
development and stability, then it was preferable to unstable democ-
racy. Finally, Rawls did not believe that liberty could be maximized at
low-income levels, adding the caveat that, ‘[t|he denial of equal liberty
can be accepted only if it is necessary to enhance the quality of civil-
ization so that in due course the equal freedoms can be enjoyed by
all’.22

The advent of SAPs in the 1980s brought economists to the forefront
of this debate. They often argued that the economic liberalization
taking place required a strong and autonomous state to implement
policies that would most likely prove unpopular in the short term, a
risk democracies could do without.?® Scholars such as Rao?* and Lal®
argued that economic development would indeed have to precede
democracy, especially in the context of the promotion of neoliberal
policies, and suggested that, ‘A courageous, ruthless and perhaps
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undemocratic government is required to ride roughshod over these
newly-created special interest groups’ who might undermine the
process of liberalization.?® This was fully accepted by the World Bank
and other proponents of adjustment until the end of the Cold War.

In the early 1980s, a number of liberal scholars, mostly located in the
US, took a fresh look at Kant’s principle of perpetual peace,?” arguing
that democracies do not go to war against each other because of insti-
tutional constraints (elections/checks and balances) and shared demo-
cratic norms and culture. They do, however, go to war against
non-democracies.?® The Reagan administration jumped upon this new
‘democratic peace theory’. According to Doyle, ‘In a speech before the
British parliament in June of 1982, President Reagan proclaimed that
governments founded on a respect for individual liberty exercise
“restraint” and “peaceful intentions” in their foreign policy. He then
announced a “crusade for freedom” and a “campaign for democratic
development”.”? In his 1994 State of the Union address, President
Clinton also asserted, ‘Ultimately, the best strategy to ensure our secu-
rity and to build a durable peace is to support the advance of democ-
racy elsewhere. Democracies do not attack each other. They make
better trading partners, and partners in diplomacy.’*° The belief that
liberal democracy is the ultimate achievement of mankind and ensures
the best hope for peace was famously expounded by Fukuyama in his
End of History and the Last Man.>!

There are many critics of democratic peace theory, who question
both the theoretical framework and the empirical work done to
support it.32 Zakaria asked: Does the American Civil War count? What
has been the role of nuclear weapons? At what point in time did these
democracies come into existence? With so few democracies throughout
modern history, is it just a statistical luck of the draw?3® Layne used
four comparative historical case studies to show that it was realism that
prevailed, and not liberalism. Indeed, ‘It is only intellectual suppleness
- the continual tinkering with definitions and categories — that allows
democratic peace theorists to deny that democratic states have fought
each other’, using the examples of the War of 1812, the US Civil War
and World War One.?*

Layne points out that ‘[p]olicymakers who have embraced democra-
tic peace theory see a crucial link between America’s security and the
spread of democracy, which is viewed as the antidote that will prevent
future wars’.3> Walt reflects, ‘Because the idea of a democratic peace is
so flattering to our own values, we may embrace it even when the evi-
dence is ambiguous and its long-term validity uncertain.’¢ Even pro-
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ponents of democratic peace theory, such as Doyle and Russett, ques-
tion how policy-makers have interpreted their findings, justifying the
use of force to ‘encourage’ democracy in the Third World. Nonetheless,
many on the right argued for support for the spread of democracy
through aid (or by force). This, of course, had a profound impact on
how the right also saw the relationship between democracy and
development.

This changing orthodoxy turned the discourse on its head. Using a
series of complex (and not so complex) econometric calculations,
economists have worked to prove that democracies are in fact better at
generating economic growth.%” Gillies announced, ‘[T]here is a growing
appreciation that fostering democratic processes in government and
society contributes to economic development by releasing creative
energies, enhancing accountability and deepening participation.
Development agencies, including the World Bank, must therefore go
beyond poverty alleviation (often equated with social and economic
rights) to embrace issues of empowerment and participation — the
essence of civil and political rights.’38

Most of the literature on democracy and development appears both
very ideological and full of assumptions.® In the section, ‘Rethinking
the State’, the 1991 World Development Report reveals that, ‘Political and
civil liberties are not, contrary to a once-popular view, inconsistent
with economic growth.’#° There is little evidence provided, however, to
support this view. Klitgaard attempts to provide it in a study in which
he concludes that ‘politically open societies’ had annual per capita
growth of 2.5 per cent compared to 1.4 per cent for ‘politically closed
societies’ for the period 1973-80, findings he describes as ‘striking’.*!
His methodology is remarkably simplistic and he does acknowledge its
limitations, but ‘many variables we would want to include are simply
not available’.*? Similar work has been done by Knack and Keefer, indi-
vidually or in partnership, focusing on democratic notions of institu-
tions and social capital and the relationship with growth.*? In a recent
study, a link is drawn between levels of prosperity and levels of liberty.
Eighty-one ‘unfree’ economies have an average per capita income of
$2,800, while seventy-four ‘free’ economies have an average per capita
income of $21,200.4* Hence, the authors conclude that more freedom
equals more prosperity.*> Although the focus here is economic freedom
and not political freedom, the methodology is essentially the same and
draws the same conclusion, disregarding all political and historical
factors, and also the essential economic fact that average per capita
income is not a measure of distribution or prosperity.
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The non-political nature so characteristic of this kind of economic
work is the key to understanding the Bank’s anti-corruption pro-
gramme. Regime type, all important in earlier discussions of democ-
racy and development, became irrelevant. Autonomy of the
decision-making processes is important, not the regime, and impor-
tantly, ‘Authoritarianism is neither necessary nor sufficient for this
insulation.’#® The state here becomes an efficient manager for develop-
ment: a naive vision of Weber’s bureaucratic administrative state that
excludes political considerations.*” Donors only insist it must be capi-
talist but prefer it is democratic.

Serensen summarized the four main arguments for democracy as a
pre-condition of economic growth:

e Public expenditure on health and education increases human
capital and is more likely to be supported by a democratic
government.

e Democracy provides the stability to support investment.

e Civil and political liberties allow citizens to pursue economic
growth.

e A strong state does not have to be an authoritarian one.*

The problem for the World Bank is not that these arguments are com-
pletely incorrect, but rather that for every example that proves it,
there is another that disputes it. Cuba scores highly on health and
education indicators. Democratic regimes in Sub-Saharan Africa often
lack both stability and investment. High levels of economic growth in
Southeast Asia have often allegedly depended upon the restriction of
civil and political liberties. Finally, a strong state does not have to be
an authoritarian one, but then it does not have to be democratic
either. Much work has gone into proving that authoritarian govern-
ments are no better for development than democratic ones. The
World Bank claimed that the evidence on regime type does not show
that liberal democracy spurs growth but it does not hinder it either,
and that authoritarian regimes do not, on average, spur growth. In
addition, democracies tend to be associated with better health and
education indicators.*’ This was backed up by Maravall, who criticized
earlier writers, explaining that a move from emphasizing the accumu-
lation of investment, an area where authoritarian regimes are thought
to have a distinct advantage over democracies, to the productivity of
investment, where the advantage is with democracies, disproves the
‘pro-authoritarian’ thesis.>°
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The majority of work in this area tends to follow these same lines.
Definitions of both democracy and authoritarianism tend to either be
narrow or broad in the extreme, rendering both worthless. For
example, Przeworski et al. define democracy as ‘a regime in which
those who govern are selected through contested election,” and author-
itarian regimes are simply ‘not democracies’.>! This over-simplified
notion of democracy makes their conclusions problematic. They argue,
‘democracies are more likely to be found in the more highly developed
countries. Yet the reason is not that democracies are more likely to
emerge when countries develop under authoritarianism, but that,
however they do emerge, they are more likely to survive in countries
that are already developed.’s? If authoritarianism is simply anything
that is not a democracy, would not all countries be authoritarian
before democracy emerges? And if democracy is more likely to survive
in economically developed countries, should not the conclusion be
that authoritarianism is better for economic development? The authors
can be criticized for concluding prematurely that the debate has been
‘much ado about nothing’ and that ‘we did not find a shred of
evidence that democracy need be sacrificed on the alter of
development’.3

Their evidence as presented is rather tenuous as well. They dispute
Marx’s claim that ‘private property and universal suffrage are incom-
patible’,3* instead claiming that although most dictators protect private
property, so do most democracies.>® This does not really prove that
democracy is better, but that a fundamental part of capitalism is the
protection of private property, regardless of regime. As far as economic
growth is concerned, they show that although total income and con-
sumption grew faster for authoritarian regimes, per capita income and
consumption grew faster for democracies. The authors argue that
significance of this is that well-being,¢ the ultimate goal of develop-
ment for the authors, depends on the individual so per capita measure-
ments are more indicative than the total. However, per capita figures
do not explain issues of equality and distribution and have long been
discarded by many scholars of development as an adequate measure-
ment of well-being. Total income and consumption are similarly
flawed measurements which do not take into account population size.
It is rarely used in this fashion because of this.5’

The authors’ results are entirely dependent upon how they define
regime types and how individual countries are classified during specific
time periods. Although their classification system is well-presented, it
is not without controversy. To illustrate, Botswana is considered a
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‘bureaucracy’, a form of authoritarianism, throughout the period
because elections may be contested but are very predictable.
Unpredictability, for the authors, is key to ensuring fair elections. The
assumption is that in a predictable election, voters do not vote for the
opposition in order to avoid having a ‘wasted’ vote. Another example
is India, a democracy throughout the period, despite its state of emer-
gency in the mid-1970s, even though this sort of ‘blip’ is taken into
account in other cases.

Przeworski et al. should not be singled out for criticism for their sim-
plistic and flawed methodology. In an earlier work by Przeworski and
Limongi, they questioned studies of the relationship between democ-
racy and development between 1966 and 1992. Prior to 1988, eight of
the eleven studies found in favour of authoritarianism. After 1988,
none of the nine studies did. According to the authors, ‘since this dif-
ference does not seem attributable to samples or periods, one can only
wonder about the relation between statistics and ideology’.’® As White
points out, ‘there has been a tendency to use empirical data like the
proverbial drunk uses the lamp-post — for support rather than illumina-
tion’.3? Earlier work, such as that by Dick, announced that the data
does not show that ‘authoritarian governments perform better than
competitive governments do in the earliest stages of development’,5°
relying on ahistorical, simplistic methodology. Even those scholars
whose methodology is much more impressive, such as Dasgupta,®! fail
to conclusively prove that a democratic regime is indeed a more effec-
tive facilitator of economic growth, believed to be essential for devel-
opment by the World Bank.%2 Instead there is merely the belief that
democracy is a better, more moral system of government, and this
belief seems to drive the research.®

One of the most important recent scholars in this field is Larry
Diamond, editor of the Journal of Democracy and co-director of the
National Endowment for Democracy’s International Forum for
Democratic Studies, a conservative US thinktank. Diamond does not
dispute the work done by Lipset and others, but argues instead that the
‘globalization of democracy’ in recent years may have weakened the
earlier causal relationship between economic development and democ-
racy.% Indeed, it is no longer economic growth that is important but
the resultant socio-economic changes that economic growth can bring
about. Human Development Index (HDI) indicators, such as improved
water, education, health and security, ‘better predict the presence and
degree of democracy than does the level of per capita national
wealth’.%> He further argues that economic development is not a
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prerequisite for democracy as long as the appropriate ‘civic culture’®® is
established, that ‘emphasize[s] tolerance, inclusion, participation, and
accommodation’.%” Because of this, his policy recommendations for
donors include focusing on basic human needs, improving institutions
and empowering civic society,®® all of which have been taken up by the
World Bank in recent years.

According to Leftwich:

[TThis general view about the developmental efficacy of democracy
appears to assume that there are no tensions between the many
goals of development such as growth, democracy, stability, equality
and autonomy. Furthermore, the new orthodoxy implies that
democracy can be inserted and instituted at almost any stage in the
developmental process of any society — whether Rwanda or Russia,
Chile or China - irrespective of its social structure, economic condi-
tion, political traditions and external relations, and that it will
enhance development.®’

Saul accuses Diamond and friends of ‘marketing almost pure ideology’,
with work that neglects the negative impact of capitalism in Africa and
the role of the state in the NICs.”” Looking at the new orthodoxy,
Dickson states:

It is astonishing that this assumption can be made for the Third
World when there is practically no empirical basis for it. The states
which have been the most successful in World Bank economic terms
are those which have tightly managed the economy - South Korea,
Singapore - without democracy. Those countries which have
remained democratic throughout their post-colonial history — the ex-
British Caribbean, India — are not models of economic development.”!

As a matter of fact, these ideological proponents of democracy have
little explanation for the success of the newly-industrialized countries
(NICs) in East and Southeast Asia, which have achieved remarkable
economic growth rates under largely authoritarian regimes.”> Having
said that, there is a strong sense of discomfort even among those who
argue that autonomous, authoritarian governments are part of the
reason these countries have been successful. Haggard writes:

If a link does exist between authoritarianism and economic develop-
ment, it should operate through the ability of authoritarian govern-
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ments to pursue growth-promoting policies that would not be poss-
ible under democratic auspices. Crucial policy reforms in the
NICs have historically been associated with authoritarian rule; any
assessment of the NICs must weigh this high cost of ‘success’.
Nonetheless, important caveats, qualifications, and objections must
be addressed. There are no theoretical reasons to think that authori-
tarian regimes are uniquely capable of solving the collective-action
problems associated with development. This absence provides hope
that newly democratising countries will develop institutions
conducive to both political liberty and economic growth.”?
Sandbrook and Oelbaum ask, is democratization ‘“a gamble worth
taking, not only for its intrinsic value as a defence against tyranny but
for its instrumental value in institutional change and improved value?
Or is democracy another false start in poor countries attempting costly
economic reforms?”’7* Referring both to Hitler and to the NICs,
Wintrobe says, ‘This threat — namely, that an authoritarian, cohesive,
organized, and disciplined society is capable of levels of economic per-
formance that are simply impossible in a democracy - is the spectre
that haunts democracy.’”s
This has created a significant dilemma for the left. Even those who
do not subscribe to the changing orthodoxy have trouble prescribing
authoritarianism for developing countries, given the potential implica-
tions for civil and political liberties. Instead, some critics on the left
have argued that the evidence merely points to the existence of what
has been called ‘developmental states’, a phrase coined by Chalmers
Johnson in his seminal work on Japan, or a ‘state-guided market
system’.”® The developmental state, as defined by Leftwich, is one
‘whose internal politics and external relations have served to concen-
trate sufficient power, authority, autonomy, competence and capacity
at the centre to shape, pursue and encourage the achievement of
explicit developmental objectives, whether by establishing and pro-
moting the conditions of economic growth, or by organising it
directly, or a varying combination of both’.”” This state could be demo-
cratic or it could be authoritarian, but it has to be strong. He further
indicates seven features of successful developmental state: (1) de facto
or de jure one-party states; (2) relatively uncorrupt elites; (3) relatively
autonomous elites; (4) a powerful and competent bureaucracy; (5)
weak civil society; (6) the nature of the state established early on; and
(7) unpleasant from a liberal or socialist point of view because of
restrictions on civil and political liberties.”® White believes that the
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Table 3.1 Wintrobe’s typology of dictatorships

Totalitarian USSR, Nazi Germany, Mussolini

Tinpot Patrimonial, personal rule, includes many Latin American
and African examples

Tyranny Mobutu, Amin, Duvalier

Timocracy Ideal type with no real examples, but close ones include

Pinochet, Lee Kwan Yew

Source: Wintrobe (1998), The Political Economy of Dictatorship (Cambridge: Cambridge
University Press), pp. 7-15.

strength of the developmental state is its ability to deal with its inter-
nal issues (such as class); its politico-administrative capacity, helpful
for spreading ideology and formulating and implementing policy; and
the autonomy of its ‘specific modes of involvement of state organiza-
tions in social and economic processes to further industrialization’,
such as regulation, institutions and infrastructure.”” Referring to the
NICs, Huntington spoke of ‘the need ... to generalize from the East
Asian experience and derive from that experience a development
model of a society that is authoritarian, stable, economically dynamic,
and equitable in its income distribution’.8°

Moving from the notion of the ‘developmental state’, White argues
instead for a ‘democratic developmental state’, which has ‘sufficient
political authority’ and administrative capacity to manage conflicts
and effective regulative, infrastructural and redistributive functions.8!
He focuses on the type of authoritarian regime, highlighting the major
differences between, for example, South Korea and Zaire. Serensen also
insists on this distinction when arguing that authoritarian regimes
make good ‘developmental states’.82 Wintrobe’s typology of dictator-
ship (Table 3.1) expresses the differences between regimes. His ‘timoc-
racy’, which exercises a ‘capitalist authoritarianism’ and ‘combine[s]
market economics with autocratic political systems,’®® helps us
to understand what is meant by non-democratic developmental states.

He also debunks previous theories on the importance of democracies
for redistribution of growth to enhance well-being. Referring to NICs
and timocracies such as Chile, ‘(1) These economies perform well, not
because they don’t redistribute but because they do. (2) The redistribu-
tion in the case of these regimes happens to be toward groups that
especially profit from economic growth.’8*

Leftwich maintains, ‘Unattractive as many of these states may be
from a liberal or socialist point of view, they have been highly effective
in raising the material welfare of the majority of their citizens within a
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generation.’®® White calls Leftwich a ‘pessimist’, despite acknowledging
the contextual and historical reasons for his pessimism.8¢ He cannot
justify the existence of authoritarian regimes, but cedes, ‘Perhaps the
most we can grant the “rational authoritarian” argument is that, where
a non-liberal democratic regime demonstrates a clear capacity to
govern effectively and bring about real improvements in the lives of its
citizens and is not engaged in gross violations of their civil rights and
personal security, it should not be pushed willy-nilly into a wholesale
and immediate adoption of a liberal-democratic polity.”®” Once again
we can see the preconceived notion that liberal democracy is inher-
ently ‘good’ and authoritarian regimes should only be ‘tolerated’ if
they can prove worth from a development point of view.

What remains are texts that come to no conclusion at all. Rues-
chemeyer et al. provide a salient example. Their study on Capitalist
Development and Democracy combines quantitative cross-national
comparisons and qualitative comparative historical studies to conclude
that regime type does not matter as much as capitalism in facilitating
economic development.® Healey and Robinson conclude that the evi-
dence does not show that democracy is more effective for growth or
income equality, but then neither does it show it for authoritarian-
ism.% In addition, ‘Third World experience so far does not give any
assurance that political liberalization or more representative govern-
ment will per se result in better economic management or more deci-
sive or effective adjustment policies, faster economic growth or less
inequality.’”® Roemer produced a complex politico-economic equilib-
rium model to conclude ‘that there are no simple explanations of the
link between political democracy and economic development’.’!
Despite this lack of evidence or consensus, donors insist that democra-
tization should be a condition of aid, and this type of ideologically
biased research continues.

Criticisms of political conditionality

Economic conditionalities have not brought about successful change
in policy reform, reduction of debt or significant economic growth in
recipient countries. There is no indication that political conditional-
ities will prove more effective. The consensus of most observers outside
the donor agencies themselves is just the opposite. Criticism of politi-
cal conditionality comes from authoritarian leaders in the South
worried about upholding the status quo, but also claiming that rapid
liberalization, imposed from outside, could lead to ethnic unrest and
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civil troubles. Moi has claimed this in Kenya, as has Museveni in
Uganda, among others. Criticisms also come from intellectuals worried
about a ‘hidden’ donor agenda - the imposition of a Western-designed
‘new world order’ or an attempt to ‘re-colonize’ the South.’?> More
criticisms come from those concerned with more technical aspects of
political conditionality, especially problems of evaluation.

This problem of evaluation comes up often in the academic litera-
ture. Economic conditionalities have proven difficult enough to
monitor, both within the Bank itself and for outside observers. This
does not bode well for political conditionalities. Whereas economic
conditions often involve objectives such as exchange rates and tariff
barriers, political conditionalities may require free and fair elections, a
free media, transparent government and respect for human rights.
Nelson contends that some political goals are easier to achieve than
others. By way of illustration, a condition might state that there should
be greater freedom of speech and association, which a recipient could
comply with vis-a-vis lifting restrictions on the media and loosening
laws on labour unions. However, a condition requiring a more respons-
ible press is not within the government’s power to control, and makes
it harder for the donor to monitor results. %3

Cassen asserts that in order to improve the efficacy of political condi-
tionality, greater deliberation must be paid to donor strategy imple-
mentation. His keys to success are as follows: ‘the availability of
adequate resources to sustain adjustment programmes; the analytical
and negotiating capacities of recipients; and the ability of donors to
comprehend local circumstances and respond flexibly to changes in
the assumptions or forecasts upon which programmes are based’.’*
These keys incorporate the belief that aid agendas must include ‘gov-
ernment ownership’ of reform projects. If a recipient is unable to prop-
erly negotiate their own position in the aid agenda, but they also need
the aid, it is not unrealistic to believe that perhaps conditions will not
be met in full, or they may even be fraudulently made to look like
there is compliance, ultimately making a mockery of the entire
process.”s

Paul Collier, director of the Development Research Department at
the World Bank Institute (WBI), has taken an explicit look at the use of
conditionality®® by the international financial institutions (IFIs) for the
pursuit of policy change by recipients, and his conclusions are far from
positive. His particular research focuses on the relationship between
risk ratings and investment in Africa, and he concludes that ‘the high-
risk, low-investment environment in Africa that this conditionality as
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it has been practised for the past decade has failed to establish a credi-
ble policy environment: that is, to date, donor conditionality has not
constituted an effective agency of restraint’.’” In other words, as of the
late 1990s, Bank conditionality has not brought in private investment
to Africa. The main problem for investors, as Collier sees it, is one of
credibility - they simply do not believe that governments in Africa
have a true commitment to reform. This is partly because there is a
general lack of investor knowledge about Africa in comparison to other
regions, but mostly because of the high donor profile in Africa, com-
pared to other regions and, in countries like China, for example.
‘[Hlowever opaque the political process in China, investors cannot seri-
ously imagine that policy reform has been purchased by the World
Bank.””® It is the conditionality itself that plays a role in putting off
investors.

According to Collier, there are three types of governments which
accept aid with conditions attached:

(1) Governments who know that the required reforms will be
beneficial in the long-term, and then use the aid to offset any
short-term costs.

(2) Governments who were going to implement the required
reforms anyway, so are then able to use the aid as a ‘windfall’.

(3) Finally, governments with no intention of implementing the
reforms in the long-term, and who reverse any required reforms
when the aid stops.

The problem of differentiation breeds further investor concern over
credibility, and also raises the question of how donors can differentiate
between these three types of governments as well.

What many of these critics keep coming back to is the concept of
ownership of both economic and political conditionalities on the part
of recipients and commitment to reform. A final criticism of political
conditionality is that it presents a difficult paradox, one quite similar
to the paradox blamed for the failure of adjustment, in that the mini-
malist state required by structural adjustment is often unable to imple-
ment sweeping economic reforms, let alone tackle new political
ones.!% Contrary to the principles of neoliberalism put forward by the
Bank in the 1980s, Nelson suggests evidence shows economic reform
has taken place most effectively in states with an authoritative political
system and small, centralized government.!°! Baylies identifies an
important paradox here, in that adjustment ‘rests on an assumption
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that state capacity and legitimacy are crucial for the enactment of
economic reforms and represents a response to a paradox inherent in
previous orthodoxy, whereby structural adjustment programmes both
relied on the state to institute reforms and undermined its capacity to
do so’.192

This paradox highlights a conflict within the Bank in existence since
its inception, that is, what is the role of the state? In the postwar
period, the emphasis was placed on the state as a ‘facilitator’ of econ-
omic growth, a position largely unchallenged until the debt crisis in
the late 1970s. Following this, the Bank instead insisted that the state
hindered economic growth, and that a minimalist, ‘rolled back’ state
would instead foster economic growth.!% This claim has quickly been
proven as simplistic and unfounded, both in the West and in the
LDCs. In the 1990s, after a period of vast political change, the Bank has
insisted that the state does indeed have a role - as a facilitator of
administrative capacity. According to James Wolfensohn, the Bank’s
current president, ‘[D]evelopment requires an effective state, one that
plays a catalytic, facilitating role, encouraging and complementing the
activities of private businesses and individuals. Certainly, state-domi-
nated development has failed. But so has stateless development ...
Without an effective state, sustainable development, both economic
and social, is impossible.’!%¢ This new position on the role of the state
has led to a rethinking of the use of conditionality by the Bank, intro-
ducing a new explicitly political dimension to its lending in the form
of good governance and anti-corruption work.

Looking at the introduction of governance into the agenda, Cassen
opines, ‘It was as if the donors were going up the ladder of causation,
from projects to policies to the way in which countries were governed.’1%
The earlier orthodoxy of authoritarian regimes as enablers of economic
growth and reform changed, and it instead became accepted by donors
that authoritarian regimes in the South, with bloated and often corrupt
governments, in fact hindered economic growth. Burnell explains:

In what is little more than a reworking of the old jibe that some
governments lack ‘political commitment to development’, the root
of the problem is presently laid at the door of non-accountable,
corrupt, and incompetent regimes — regimes who extract resources
from society and misappropriate the economic surplus for dubious
expenditures and their own selfish purposes. According to this view,
the state has ceased to be part of the solution to underdevelopment,
and instead is an embodiment of the very problem.!%
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In this sense, donors are excused from the failures of adjustment. After
all, it is not the design or even concept of adjustment that is to blame
for poor African performance in the 1980s: it is the implementation of
these theoretically sound policies by the Africans themselves. Using
this logic, Collier warns, ‘the only policies African governments are
clearly identified as owning are those that are bad’.!%”

There are other critics who argue that the new focus on governance
‘greatly increased the complexity of the [Bank’s] operations. Their erst-
while mission, to facilitate economic growth via projects with a high
rate of economic return, was difficult enough to achieve. But now
“development” is seen to encompass multi-dimensional objectives,
embracing social, cultural and even political domains.’'% Others
believe that this new complex nature of the Bank’s operations could
have the effect of undermining its credibility on Wall Street, and
Ardito-Barletta claims that the reason that the Bank did not focus on
governance before was in order to ‘protect its portfolio’.’% Finally, in a
paper that harshly criticizes the Bank’s good governance agenda,
Mahbub ul Haq, formerly McNamara’s ‘right-hand man’, declares,
‘...the IMF and the World Bank are no longer institutions of global
management; they are now primarily institutions to police the devel-
oping world’.!'? This criticism from within the Bank’s elite highlights
not only the significant shift in policy from McNamara’s presidency
but also the dramatic impact this new agenda has had on the Bank’s
role in the developing world and on its overall international position.

Good governance, anti-corruption work and the
World Bank

The new approach to the role of the state and the introduction of more
explicitly political conditions into Bank lending took place within a
unique historical context. The great political upheaval of the early
1990s changed the way all donors approached foreign aid, and ushered
in a focus on good governance. Along with the end of the Cold War
and the collapse of command economies, came what has been referred
to as a ‘Third Wave’ of democratization in the developing world.!!!
Combined with the rise of neoliberalism, ever-shrinking aid budgets
and increased media attention on dictatorial Third World regimes
squandering foreign aid,!!? bilateral donors have offered support for
the spread of democracy in the Third World, in the form of election
assistance, and also judicial reform, training of the media and support
for civil society.
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Development, democracy and corruption

Concurrent with assistance for democratization efforts has been a
growing concern with the effects of corruption on development, and
an increasing emphasis within the donor community on assistance for
anti-corruption strategies. Few people now believe that corruption, in
any form, is beneficial for economic growth or development. However,
in the 1960s and 1970s, a group of scholars saw a direct link between
the modernization process and corruption and argued that ‘corruption
seems to exist and thrive in countries at similar stages of development
regardless of cultural differences’.!'® These ‘functionalists’ believed that
corruption helped aid social and political integration during times of
great social change and filled needs not met by official means.!* Leys
and Leff both argued that bribes can in fact overcome the obstacles
arising from inefficient bureaucracy,!’> while Nye discussed three ways
corruption can help political development by helping economic devel-
opment. Firstly, it aids capital formation when tax systems are weak
and private capital scarce.''® Secondly, as Leys also indicated, corrup-
tion can help cut unnecessary and debilitating red tape. Although not
ideal, in cases ‘[w]here bureaucracy is both elaborate and inefficient’,
bribery can help speed up processes.!!” Bribery even may ‘enable eco-
nomically energetic ethnic minorities to protect themselves’,''® a point
recently restated by Khan.!'? Finally, corruption can encourage entre-
preneurship by creating competition. This can be especially important
if the entrepreneurial class is an ethnic, racial or religious minority
lacking legitimate access to the political system.!?° However, Nye did
put a disclaimer on his theory. Problems can arise from corruption if
actors waste resources, vis-a-vis capital flight, improper investment,
waste of skills and the loss of foreign aid.'?! It can delegitimize the gov-
ernment in the eyes of the people, possibly leading to social revolu-
tion, military coups and ethnic unrest. It also can reduce governmental
administrative capacity.!??

Scott suggested that ‘corruption can often more profitably be seen as
one of many processes of political influence than as simply the misuse
of office in violation of community norms’.'?* In LDCs with low liter-
acy rates and where wealth and power are controlled by a small elite,
the majority are able to influence politicians more at the ‘enforcement
stage’, that is after laws have been passed, than in the pre-legislation
stage, when pressure groups, such as business groups or trade unions,
are more effective.'?* Huntington argued that higher levels of corrup-
tion coincided with rapid social and economic modernization and
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helped to offset some of the destabilising factors brought about by
these rapid changes. Even though corruption tends to weaken political
development, it can also strengthen it by strengthening opposition
parties and other institutions that otherwise lack access to the state.!?

This idea of corruption serving several functional roles in develop-
ment was criticized by a new generation of scholars, again mostly
economists, in the late 1970s and beyond,'2¢ and it is this school of
thought that has influenced the World Bank’s anti-corruption pro-
gramme. Earlier in the 1970s, economists such as Myrdal!'?” and
Krueger'?® developed the idea of ‘rent-seeking’, defined as ‘situations
where people use resources both for productive purposes and to gain
an advantage in dividing up the benefits of economic activity’.!?° Rent-
seeking forms of corruption, which include bribery, ‘speed money’,
smuggling and the black market, do not cut down on bureaucracy or
open the state to the excluded, but rather add ‘additional welfare costs’
to transactions with the state.!*® Instead of speeding up transactions,
rent-seeking actually causes civil servants to slow transactions down in
order to collect more bribes.!3! Myrdal claimed, ‘Where corruption is
widespread, inertia and inefficiency, as well as irrationality, impede the
process of decision-making and plan fulfilment.’'32 Waterbury, a politi-
cal scientist, agreed with Myrdal and Krueger and disagreed with the
likes of Leff and Nye that corruption can be beneficial. Using Morocco
as a case study, he concluded that bribery did not create more
efficiency, eliminate red tape or include minority interests in the polit-
ical process. Instead, those paying bribes were rarely the most efficient
but instead were usually speculators or elites with money and access to
the state. Red tape was often created in order to collect a ‘fee’. It helped
to keep resources within the elite and served to maintain the current
regime.!33

This approach to the impact of corruption on development was
given real voice by two economists in particular, Rose-Ackerman'3* and
Klitgaard.!®®> Both have worked as consultants to the World Bank on
corruption issues and continue to greatly influence the direction its
work has taken.!3¢ Both worked within the framework of a principal-
agent model, where an agent acts on behalf of a principal vis-a-vis a
client, where all may act corruptly if the ‘likely net benefits from doing
so outweigh the likely net costs’.!3” Both argue that some corruption is
normal in any political system and that ‘the optimum level of corrup-
tion is not zero.’!3® Both argue that a free market is essential for com-
bating high levels of corruption and that ‘corrupt incentives are the
nearly inevitable consequence of all government attempts to control
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market forces’.!3 Both see corruption primarily in terms of bribery.
Both offer solutions that can be taken up by the World Bank and other
development agencies. Klitgaard’s involves, (1) distinguishing between
‘ostensible’ and ‘strategic’ issues in fighting corruption;!° (2) cultivat-
ing political support; (3) getting the public involved; (4) breaking the
culture of corruption; (5) moving positively as well as negatively;
(6) linking anti-corruption measures to the development agency’s main
mission; and finally, finding ‘Mr Clean’ and supporting him.!4! Rose-
Ackerman'’s direct recommendations to the Bank on corruption, pub-
lished in a 1997 article entitled ‘The Role of the World Bank in
Controlling Corruption’, include, (1) tackling corruption in its own
projects and being ready to cancel projects if corruption is detected;
(2) supporting international efforts to reduce bribery and establish
universal financial management standards; and (3) creating grant
and loan projects that create

an environment favourable to shared growth and the alleviation of
poverty. The Bank could select a few countries with supportive gov-
ernments and work with them to design programs that could serve
as examples for others. Country officials, working with Bank staff,
should design programs that reduce underlying corrupt incentives,
facilitate civil service reform, open government to outside scrutiny,
and strengthen formal institutions of oversight and control (such as
the courts). This sounds like a large order, but piecemeal efforts are
unlikely to do much good.!*?

As Chapter 4 shows, this is exactly the direction in which the Bank’s
anti-corruption programme has evolved.

Once again, this assumes a positive relationship between democracy
and development and also one between democracy and corruption.
Indeed, the 2002 Human Development Report discusses corruption as
part of good governance, which it describes ‘from the human develop-
ment perspective ... [as] democratic governance’.!*? The report claims
that ‘there are good reasons to believe democracy and growth are com-
patible’,'** but an adjacent box reviewing the literature allows no such
claim to be drawn, but merely, as I have shown here, that the evidence
is mixed. Nowhere in the report is the relationship between democracy
and corruption adequately addressed.

Johnston summarizes the position that has been taken up by the
World Bank in its work on corruption. He explains that democracy
combats corruption through political competition, with the electorate
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holding politicians accountable through the ballot box.!* He does
admit that there must be ‘ideal’ competition or else corruption is likely
to increase;!*® however, ‘[t]he key is to match economic and political
liberalisation with a strong institutional framework’.!*” Indeed, an
entire chapter in the latest World Development Report, the barometer of
the changing direction of Bank strategy, is dedicated to a discussion of
political institutions, and in particular, democratic institutions.'*® One
section looks at the relationship between electoral rules and corrup-
tion, arguing that elections can act as an effective deterrent against cor-
ruption. ‘Citizens who are fed up with cronyism and corrupt
politicians can express their dissatisfaction at the ballot box.’!*° This is
providing, of course, that elections are free and fair and that electoral
rules are in place to punish the corrupt and to allow political parties,
new and old, to act as effective opposition.!°

Although this may be true in theory, recent empirical evidence from
developed countries shows that the electorate, faced with cronyism
and corrupt politicians, is more likely to withdraw from the political
process, most often by refusing to vote.!S! There is little reason to
believe that this would be different in the developing country context.
This makes elections an improbable check on corruption, in practice if
not in theory. There is another concern, voiced by Richard Holbrooke,
US Ambassador to the UN, referring to the 1996 elections in Bosnia but
relevant to this discussion as well. ‘Suppose the election was declared
free and fair’, and those who were elected are ‘racists, fascists, sepa-
ratists, who are publicly opposed to [peace and reintegration]. That is
the dilemma.’’>? Democratically elected politicians can be just as bad as
non-democratically elected ones. There is no guarantee, especially in
new or transitional democracies, but even in established ones, that
elected leaders will act with integrity.

Corruption, development and democracy were inextricably linked in
earlier work by Huntington, who wrote that ‘[corruption’s] extent cor-
relates reasonably well with rapid social and economic modernization

. [with] the development of new sources of wealth and power, and
the appearance of new classes making new demands on govern-
ment’.!53 This is due to changing norms and values, a new distinction
between the public role and private interests and the expansion of gov-
ernment’s role and activities.!3* Because increased corruption, at least
in the short term, is for Huntington a natural part of the development
process, combating it will often prove counterproductive. ‘[I|n a society
where corruption is widespread the passage of strict laws against cor-
ruption serves only to multiply the opportunities for corruption.’>s
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Veloso Abreva agreed that corruption early on in the development
process was not only to be expected, but in the case of a democracy,
should even encouraged.

In the early stages of politico-administrative development, particu-
larly where a democratic political system is consciously desired,
nepotism, spoils and graft may actually promote national
unification and stability, nation-wide participation in public affairs,
the formation of a viable party system, and bureaucratic account-
ability to political institutions. At a critical period in the political
history of the emerging nations, supercilious criticism of the prac-
tices in question merely harass the progressive leaders and intelli-
gentsia and exacerbate cynicism toward the democratic system
sought to be established.!>¢

In other words, corruption may be an important part of the develop-
ment process, providing access to wealth and power to those groups
who may not have access otherwise, and in helping to build political
institutions dependent upon patronage, such as political parties.
Indeed, work by Khan shows that corruption in Malaysia helped
Chinese capitalists living in the country by creating an unofficial ‘tax’
on their enterprises that was transferred to the Malay majority. In
doing so, Malaysia avoided many of the ethic tensions that plague
others in the region, provided a ‘credible level of security’ for Chinese
entrepreneurs, and encouraged development.!%’

Perkins indicates that in weak states with a poor economy and weak
civil society, ‘machine building’!5® can produce strong institutions that
‘may assist in stabilizing democracy’,'>® even if this is not the intention
of the actors. However, he adds an important caveat that this is only
the case when actors need to form strong organizations to achieve
their goals; if not, then corruption will have no good effects. We also
have to be certain to make a distinction between vote buying, a one-off
short-term transaction with no institutional benefits in the long term,
and machine building.'®°

Others examine the ways that democratization can actually open up
new opportunities for corruption. Warren looks at the way civil
society, seen by the Bank and others as vital for both democracy and
fighting corruption, can actually increase corruption in certain circum-
stances. He explains how civil society can produce negative external-
ities, such as corruption, as also shown by Portes.!! This is through
‘(a) exclusion of outsiders, (b) excess claims on group members,
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(c) restrictions on individual freedom, and (d) support for downward
levelling norms’.'%2 He further argues that ‘corruption often increases
as democratic institutions develop. This is less paradoxical than it may
seem. Corruption in a democracy is often an indication that those
with resources can no longer use cruder means to get their way.’!63

Moran looks explicitly at the way in which the transition to
democracy can create new forms of corruption. Firstly, democratiza-
tion increases political competition. This leads to the need to fund
political parties and to find political support and the desire to win
elections. He shows how in East Asia, this is called ‘money politics’,
and how in the Caribbean and Sub-Saharan Africa, existing patronage
and neopaternalistic networks have shifted to political parties.!¢*
Secondly, democratic weak states offer new opportunities for corrup-
tion. For example, in Russia, new political groupings based on old
power groupings (military, communists, criminals, bureaucrats, etc.)
split the state among different interest groups. Also, the new private
sector, without experience or an inherited ethical framework, has
been actively involved in bribery and tax evasion.!¢® Thirdly, democ-
ratic liberties can lead to increased crime. With the loss of the coer-
cive nature of the state, a relaxation in border controls, bills of rights
and so on, there has been a high increase in crime in countries like
South Africa, Bulgaria, Russia, Jamaica and so on, as well as a huge
growth in organized criminal activity globally.!%® Finally, interna-
tional factors can also lead to new forms of corruption.
Democratization has been rewarded with more aid, especially for civil
society, and unscrupulous types have taken advantage of this. The
same can be said for increased investment. Trans-border crime has
also increased with the opening of borders (e.g. Bulgaria, the Central
Asian republics, the Caribbean and so on).!¢’

Moran reminds us that:

The context, process and variables involved in democratisation are
complex to say the least, and the relationship between democratisa-
tion and corruption rests on a series of variables which cannot
themselves be reduced to the institution of formal democracy ...
Democratisation leads to the construction or expansion of political
machines by elites seeking to control the transition or other groups
seeking power. The rapid nature of democratic transitions can lead
to ‘money politics’ and corruption as groups seek to amass resources
quickly. This seems to be the case following democratic transitions
whatever the previous regime.!68
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According to Harriss-White and White, ‘[f]ar from improving things in
the short and medium term, democratization may actually increase the
sources and scale of corruption without strengthening countervailing
political or institutional capacity’.!® It is only with the eventual spread
of substantive democracy and the expansion of real political access to
excluded groups that democracy can act as a limit on corruption in the
way in which the Bank and others describe.

Whitehead demonstrates how the two mechanisms in a liberal
democracy that are supposed to check the abuses of power that lead to
corruption - the rule of law and the electorate — are in conflict with the
market economy. The rule of law, he argues, will always be under
threat because ‘it is in the nature of inter-party competition, and in the
nature of the market economy, that those with money and power are
always under pressure to gain as much advantage as they can’.!’? He
dismisses the idea that citizens can effectively hold public officials to
account, calling this a ‘very imprecise form of control’, and competi-
tion is not sufficient because there is no way to guarantee that the least
corrupt will be elected.!”!

My intention here is not to prove conclusively, one way or the other,
the relationship between democracy, corruption and development.
Rather, I have shown the lack of scholarly consensus regarding this rela-
tionship. The significance here lies in the Bank’s use of one side of the
debate to justify its own work on corruption. Ignoring one-half of this
important debate leaves the Bank theoretically stranded and without a
clear mandate to push ahead with the more political aspects of its work.

Ball reminds us of early work by economists, such as Schumpeter!”2
and Downs,!”® who produced the ‘economic theory of democracy’,
which ‘recasts democracy in the idiom of economics, or more
specifically of neo-classical economic theory and the more recent
“rational choice” research programme predicated on it’.174 Political sci-
entists should not be surprised by the results of this work, as ‘econom-
ics is in no small part persuasive speech. That discipline’s increasingly
technical and formal character tends to discourage or disable critics
who are not economists, even as it lends an aura of scientific legit-
imacy to those who speak its idiom’.'”S The ‘economic theory of
corruption’ put forward by the Bank is inevitably flawed by its insistence
that corruption can be simply an economic issue. Even its definition of
corruption lacks the nuance and depth of earlier definitions, being
simply: ‘the abuse of public office for private gain’.}”® This means everything
and nothing at the same time, and it allows the Bank great scope for work
on corruption because it presents few limitations.
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Donors and good governance

For most donors, good governance equals democratic government, and
anti-corruption work tends to be placed within an overall strategy of
assistance for democratization efforts, which also includes related
themes such as enhanced participation, strengthening the rule of law,
multi-party elections, institution building and making governments
more accountable to their electorates. Donor strategies have developed
in this way despite the criticism from some that there is no evidence to
suggest that democracy is a necessary precondition of development. This
is not to suggest that all donors share the same priorities or that
approaches towards good governance within the donor community are
identical, but there are similarities. These include helping to promote
competition among political parties, high levels of participation and
sufficient levels of civil and political liberties.!””

The important exception is the World Bank. The Bank is primarily
an economic institution, and its non-political approach to anti-corrup-
tion reflects both this and its Articles of Agreement. The Bank also sees
corruption as a symptom of weak institutions, accountability, rule of
law, low levels of participation and so on; but, unlike other donors,
there is no insistence that democratization is the answer. Using this
logic, anti-corruption strategies can work as well in authoritarian states
as in democratic ones,!’® and the Bank’s lending in this area reflects
this. Therefore the Bank’s anti-corruption programme as it now mani-
fests itself claims to exclude political considerations from an issue gen-
erally seen as primarily a political phenomenon.

The different approach taken by the Bank can be shown by compar-
ing its definition of good governance to those of other donor agencies
(Box 3.1).

The World Bank, with its non-political mandate, focuses on econ-
omic management. UNDP, a multilateral agency that assists countries
without conditions (and not a donor agency), highlights issues of
efficiency, accountability and transparency. Both USAID and DfID
make democracy a key element in their definitions of good gover-
nance, while the EU focuses primarily on human rights. Finally,
DANIDA, as representative of the Scandinavian donors, stresses the
need for accountability and participation by all. These variations reflect
differences in overall agency missions and approaches to development
aid. The World Bank and the UN, as multilateral agencies, exist to
serve the needs of member countries and must not be seen to be acting
on behalf of any one country or region.
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Box 3.1 Different donor definitions of good governance

World Bank: ‘governance is defined as the manner in which power is
exercized in the management of a country’s economic and social
resources for development. Good governance, for the World Bank,
is synonymous with sound development management.’!”

UNDP: ‘the exercise of political, economic and administrative
authority to manage a nation’s affairs ... Sound governance, taken a
step further, is a subset of governance wherein public resources and
problems are managed efficiently and in response to the critical
needs of society. Effective democratic forms of governance rely on
public participation, accountability and transparency.’!8°

USAID: linked to democratization efforts; includes focus on human
rights, informed participation, public sector accountability, rule of
law, ‘democratic institutions, free and open markets, an informed
and educated populace, a vibrant civic society, and a relationship
between state and society that encourages pluralism, inclusion, and
peaceful conflict resolution’.!8!

DfID: good government means the promotion of ‘sound economic
and social policies ... the competence of governments and other
institutions ... and respect for human rights and the rule of law’;!82
work is undertaken by the Governance Department, whose
‘approach ... cover[s] a number of strands — democratic accountabil-
ity, fundamental freedoms, corruption, service delivery for all, due
process rights and security — which, when brought together should
lead to governance which is representative of, and accountable to
all its people and effective in realising their rights’.'83

EU: good governance has often been ‘closely linked with the respect
for and enjoyment of fundamental human rights’.!84

DANIDA: ‘includes the creation of transparency, openness, and
responsibility in political and administrative decision-making
processes. The population must be guaranteed access to information
on the decisions made by a country’s authorities to ensure inter alia
that resources are applied according to the needs of the population’.!8

It is also important to remember the difference between bilateral and
multilateral aid. Bilaterals have much more flexibility than multilater-
als because they are under no obligation to lend to any particular
country. Bilateral donors give aid for many reasons — humanitarian,
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security, commercial and so on — but these factors can and do change
rapidly, as do favoured recipients. However, multilateral institutions,
such as the Bank, do not share the same reasons for lending and are
intended to provide financing to either the most needy or the most
creditworthy. If one compares regional disbursement of aid by donor,
some interesting comparisons can be drawn. Figure 3.1 illustrates the
political nature of bilateral aid. As evidenced, the majority of donor aid
is not necessarily given to the most needy or most deserving recipients,
but rather to those whose poverty may pose a strategic threat or which
have colonial ties to the donor. For example, the majority of French
aid goes to its former colonies in Sub-Saharan Africa, the US to the
Middle East and Japan to Asia. Here, there is no way to disguise the
political nature of bilateral aid, and the World Bank stands out. Nearly
all of the regions that received the highest levels of aid from the Bank
are only largely eligible for IBRD loans, not IDA credits, and have some
of the largest economies in the developing world. For an institution
like the Bank interested in maintaining its AAA bond rating, higher
incomes equal lower risk and therefore more aid can be justified.!8®
This could explain why the Bank consistently lends more than any
other donor to all regions except Sub-Saharan Africa, where incomes are
the lowest; therefore, countries in this region only generally qualify for
IDA credits, the soft loan arm of the Bank, with less money to lend.!8”
The first major Bank publication to focus on good governance was
the 1989 Bank publication, Sub-Saharan Africa: From Crisis to Sustainable
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Development, often referred to as the Long-Term Perspective Study
(LTPS). Although the 1989 study was considered groundbreaking by
both academics and aid practitioners, it built upon work within the
Bank throughout the 1980s. Papers written by Bank staff with a gover-
nance dimension, or directly relating to governance, continued to
appear in the early 1990s, offering definitions and much analysis, cul-
minating in the 1992 discussion paper Governance and Development.
Although not part of a concrete policy on governance, these publica-
tions provide evidence of a growing concern with the issue as opposed
to a completely ad hoc reaction to the changing political climate of the
early 1990s. However, governance issues during this time were kept as
small segments within regular publications, such as annual reports and
World Development Reports (WDRs) and generally related to public
sector reform, often using African examples (despite the majority of
lending for the public sector going to Latin America).

As we have seen, the Berg Report (1981) introduced the concept of
policy reform and raised concern over inefficient and bloated public
sectors.!® The 1983 WDR looked at public sector reform, and extended
it to discussions on state-owned enterprises (SOEs), decentralization,
the private sector, government watchdogs, accountability, trans-
parency and corruption, providing the first explicit reference to corrup-
tion by the Bank.!® Political issues are also addressed in the context of
governance and the public sector. “‘When political leaders are recog-
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nized for their integrity, vision and concern for the public welfare,
these qualities can be reflected in the ethos and performance of the
public service and will have a profound effect on all sections of society.
But if corruption is rife, public bureaucracy is likely to become demor-
alized and self-serving.”!?! Here the report draws a direct link between
the quality of political leadership and efficiency in the public sector.

The 1983 WDR contains several references to corruption. It empha-
sizes the need for popular participation in Bank project and pro-
gramme design to increase the accountability of Bank field staff to local
people.'2 It points to the need for long-term solutions through public
sector reform and increased accountability. ‘Corruption is usually
better fought by a combination of fewer, better-paid officials control-
ling only what really needs to be (and can effectively be) controlled in
the full light of public scrutiny, than by occasional anti-corruption
“campaigns”.’!® The role of institutions and political organizations as
tools to combat ‘overstaffed bureaucracies and cumbersome proce-
dures’ and patronage are briefly touched upon as well.'* Finally, a
specific case is highlighted in which an irrigation scheme funded by
the Bank exposed customary staff kickbacks and overcharging. The
Bank argues, ‘Safeguards against corruption are needed at every level.
Politically, the accountability of officials to ministers, and ministers to
the general public, is a well-tried way to minimize abuse. For pro-
grammes, pressure on corrupt managers can also be increased by
making clients (especially the poor) more aware of their rights.’1?°

This forthright acknowledgement of corruption by the Bank did not
resurface in its literature for four years. The 1987 WDR discusses rent
seeking, ‘directly unproductive profit-seeking activities (DUPs)’ and
corruption, claiming that DUPs have been estimated to account for 24
per cent of Kenyan GDP in 1982.1°¢ The Bank’s 1990 and 1991 annual
reports also touch on public sector reform and restructuring.'®” The
1991 report, in particular, highlights complex governance-related
topics usually considered outside the Bank’s mandate, including politi-
cal and civil liberties, claiming that ‘[p]olitical and civil liberties are
not, contrary to a once-popular view, inconsistent with economic
growth’.1%8 The report looks at the link between democracy and growth
and concludes that there is no hard evidence to suggest that democ-
racy actually fosters growth, but neither does it hinder it. However,
other evidence suggests that there is a correlation between political and
civil liberties and high health and education levels.!?”

The first draft of the 1989 LTPS report approached political issues
tentatively, but found encouragement within Africa to delve more
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deeply in its final draft. According to a study by Miller-Adams, ‘In ret-
rospect, staff members feel that the Bank’s initial error was one of
excess caution in not recognizing the extent to which Africans them-
selves were prepared to discuss governance and their eagerness to have
the Bank do so as well.”?°° The LTPS then is an attempt to address
Africa’s development concerns within a framework that allows political
analysis. The Bank’s findings, such as, ‘Underlying the litany of Africa’s
development problems is a crisis of governance’,?°! are supported by
quotes from some African leaders, including the now famous quote
from President Abdou Diouf of Senegal: ‘Africa needs not just less gov-
ernment but better government.’?°2 As well as generating interest in
the topic, the report also resulted in the formation of the African
Capacity Building Initiative.2%

Importantly, the report also provides an early Bank definition of gov-
ernance: ‘the exercise of political power to manage a nation’s affairs’.24
Ibrahim Shihata, the Bank’s General Counsel at the time and respons-
ible for interpreting the Articles of Agreement, felt that it had to tread
carefully. Shihata admits the difficulty of the Bank actively involving
itself in governance issues while maintaining its non-political stance.
He remarks:

The Bank’s efforts in this respect are likely to concentrate on the
effectiveness of its assistance, the strengthening of relevant govern-
ment institutions and the streamlining of their rules and procedures
to ensure discipline, accountability and predictability, rather than
on the broader political considerations which the Bank is prohibited
under its Articles from taking into account. This task seems,
however, to take the Bank beyond the traditional role of ensuring
that the funds it provides or administers on behalf of other donors
are put to good use. It increasingly involves the Bank in assisting
governments in their more difficult efforts of ensuring that the
economy as a whole will be managed according to appropriate poli-
cies and rules which are applied by effective institutions.2

In 1990, he laid out five aspects of governance prohibited by the
Bank’s mandate: the Bank cannot be influenced by the political charac-
ter of a member; it cannot interfere in the domestic or foreign partisan
politics of a member; it cannot act on behalf of donor countries to
influence a recipient member’s political orientation or behaviour; it
cannot allow political factors to influence its decisions unless there is
an ‘obvious’ economic effect;2°¢ and its staff must not build their
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assessment on the possible reactions of a particular Bank member or
members.2%” This obviously excludes any discussion of democracy and
possibly human rights from the Bank’s agenda. It does, however, leave
some room open for anti-corruption activities, but within a well-
defined framework. Areas with potential impact on corruption that fall
into the Bank’s mandate include civil service reform, legal reform,
accountability for public funds, budget discipline and popular partici-
pation ‘in the design and implementation of a specific development
project or program’ (as opposed to popular participation in general).2%

Another early work by Landell-Mills and Serageldin provided a very
political definition of governance: ‘how people are ruled, and how the
affairs of a state are administered and regulated. It refers to a nation’s
system of politics and how this functions in relation to public adminis-
tration and law.”?% These definitions proved too political for the Bank,
and its Board eventually required a more ‘formal interpretation’ of gov-
ernance to set perimeters for Bank action, resulting in the 1992 discus-
sion paper, Governance and Development.?1°

A new definition emerged in the 1992 paper: ‘governance is
defined as the manner in which power is exercised in the manage-
ment of a country’s economic and social resources for develop-
ment’.2!! Therefore, according to the Bank, good governance equals
‘sound development management’.?!? The report goes on to identify
four areas ‘consistent with the Bank’s mandate: public sector
management, accountability, the legal framework for development,
and information and transparency’.?!* Two of these areas — public
sector management and legal reform — are areas where the Bank has
considerable experience, but the other two offered new challenges to
its staff.

In 1994, the Bank published Governance: the World Bank’s Experience,
a progress report on governance activities. The main focus of this
report is the Bank’s public sector management activities, for a number
of reasons. First, it is where the most experience lay, and therefore the
greatest number of projects as well. Also, it was easy to account for due
to existing accounting controls on projects. The report admitted that it
was hard to measure governance activities because of the way the
accounting system worked. Despite this, it was able to provide some
measurement of governance work by looking at 455 projects in three
regions during the fiscal period 1991-3, highlighting the following
characteristics linked to governance: legal framework, participation,
state-owned enterprises reform, economic management, capacity
building and decentralization.?!*
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According to the 1992 report, public sector reform had undergone a
major transformation since lending began in the early 1980s. Public
sector reform was about ‘improving the management of project-related
agencies’. However, with the switch from project to policy lending, it
had become much more complex, ‘addressing such systematic con-
straints on sound management as weaknesses in the civil service, in
wage structures, and in the central economic agencies that are respon-
sible for policy formation’.2!5 Because ‘the World Bank’s interest in
governance arises from its concern for the effectiveness of the develop-
ment efforts it supports’,21® its efforts focus on areas perceived to
impact development efforts. These are often linked to the public sector,
including, ‘weak institutions, lack of an adequate legal framework,
weak financial accounting and auditing systems, damaging discre-
tionary interventions, uncertain and variable policy frameworks, and
closed decision-making, which increases risks of corruption and
waste’.217

Referring to the rule of law, Sabine Schlemmer-Schulte, the Bank’s
Senior Counsel, explains:

From the outside, the World Bank’s approach ... may seem frag-
mented. From the Bank’s perspective, however, it is a consistent
and coherent concept, albeit complex in its operation, that has
evolved from the Bank’s perspective of its economic and social
development mandate and its experience in realising the goals
assigned to it in its mandate. The Bank’s concept may, in a nut-
shell, be referred to as including formal (or content/value-neutral)
aspects ... and material (or substantive or content/value-loaded)
aspects.2t8

The same could be said about the Bank’s approach to good governance
and its approach to corruption.

The Bank’s governance work is selective because of the potentially
sensitive nature of many of these areas, and yet highly integrated with
the Bank'’s overall activities. Almost any project can have a governance
component in it, which is why there is no separate vice-presidency in
charge of governance. All divisions are supposed to take governance
issues into account when designing projects and strategies. This rather
ad hoc approach towards governance has been evident since its incep-
tion and has had a tremendous impact on the evolution of the Bank’s
current anti-corruption programme.
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Criticisms of good governance

The Bank’s current definition of governance is ‘the manner in which
power is exercised in the management of a country’s economic and
social resources for development. Good governance, for the World
Bank, is synonymous with sound development management.’?'° In a
conference on good governance in Africa, Adamolekun, a researcher
for the Bank, explained that ‘the term governance is used here in pref-
erence to politics to cover the totality of institutions which are related
to the governing of a modern state’.??® However, the Bank has since
developed an understanding that politics cannot be divorced from eco-
nomics, especially in work on governance, and also in anti-corruption
work. Indeed, in a recent report the Bank stresses, ‘Increasingly, it is
recognized that a critical component of anti-corruption programming
has been lacking in the Bank’s involvement: the political dimension.
In addition to working with parliamentarians ... [the Bank’s] work is
now focusing on such issues as press freedom, access to information,
and media accountability.’??! Nevertheless, its definition of governance
remains unchanged.

Putting aside the question of the Bank’s non-political mandate, we
can find in the literature two interrelated criticisms of this new
approach to politics. Firstly, there is the quite sudden recognition by
the Bank in the early 1990s of political factors. Referring to a Bank
report on adjustment, which claims that weakness of political insti-
tutions has ‘proved unexpectedly serious as constraints to better per-
formance’, Callaghy emphasizes the change in perception and
understanding at the Bank, and the growing realization that politics
impacts economics.???> In the context of structural adjustment,
Abrahamsen argues, ‘democracy or good governance is not valued in
its own right but is seen first and foremost as a means to the end of
economic growth. Governance issues were grafted on to neoliberal
economic policies, giving them a more democratic and humanitar-
ian facade and thereby constructing a new legitimacy for the
severely criticized structural adjustment programmes.’??® Indeed,
Martin claims that the Bank’s approach to governance is simply
reworking the state to suit globalization.??* George and Sabelli also
attribute the Bank'’s interest in good governance to the failure of its
structural adjustment programmes. ‘Governance provides a new
tool-kit, an instrument of control, an additional conditionality for
the time when the traditional blame-the-victim defence again
becomes necessary.’??’
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Secondly, we find criticisms of the Bank’s assumptions regarding the
nature of politics. Manor says, ‘we see analysts in powerful develop-
ment agencies — including the World Bank ... setting out a sanitised
notion of politics which implies naive expectations about how politi-
cians actually behave when reforms are being implemented’.?*¢ Parekh
argues, ‘The principles of good government can be genuinely universal
(in their scope and content) and binding only if they are freely negoti-
ated by all involved and grounded in a broad global consensus. It
would be wholly naive to imagine that all governments and all men
and women everywhere will ever agree on them.’??” Leftwich also refers
to the naive assumptions of good governance, which ‘seemed to
assume that there were no inherent tensions, conflicts or difficult
trade-offs over time between the various goals of development-such as
growth, democracy, stability, equity and autonomy.’??

Anti-corruption at the World Bank

Anti-corruption, as now exists, did not develop concurrent with gover-
nance, as one would expect. Instead, it was still seen at the time as too
politically sensitive by the Bank’s General Counsel, senior manage-
ment and the majority of Bank staff.??® According to Bottelier, ‘The
subject of corruption was regarded as too difficult and controversial to
deal with outside the context of Bank funded projects, or as not impor-
tant enough to warrant the Bank’s explicit attention.’?3° However, it
would be a mistake to believe the Bank was not interested in corrup-
tion until it developed a concrete policy in 1997. Although corruption
itself was rarely mentioned in earlier documents, there is at least
one early report primarily concerned with it. This is a 1983 paper by
Gould and Amaro-Reyes, entitled ‘The Effects of Corruption on
Administrative Reform: Illustrations from Developing Countries’.?3!
This paper provides a brief survey of empirical literature with examples
from Asia (the Philippines, Malaysia, Thailand, India, Indonesia),
Africa (Ghana, Nigeria, Zaire, Uganda), Latin America (Mexico) and the
Middle East (Lebanon). It also reflects the contemporary discourse on
limiting the role of the state, highlighting evidence that suggests that
government interference in the economy opens up opportunities for
corruption and breeds investor uncertainty.?3? Gould and Amaro-Reyes
declare the timely importance of their paper because, ‘Governments
and international donors have increasingly turned their attention to
the importance of management in development. Moreover, corruption
has become critical as governments struggle with alternative develop-
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ment strategies, administrative arrangements, and implementation
problems.’?33 Here the authors draw a definite link between structural
adjustment and a concern with corruption. It is thus surprising that
this is the only example of work published by the Bank directly
focused on corruption until the 1990s, when the efficacy of adjustment
was already widely questioned.

As with the governance agenda, the Bank’s General Counsel played
an important role in dictating what the Bank could and could not do
with anti-corruption.23* There is no real indication why corruption
work was still considered to be ‘taboo’, while other areas covered as
‘governance’ were open for attention. Despite objections, however,
work on corruption did go on within the Bank under a number of
guises. Some staff members did feel that it was a question of develop-
ment effectiveness, and should therefore be on the Bank’s agenda,
despite the lack of a forum for discussions.

It is very difficult to find consensus within the Bank regarding which
department originally initiated work on anti-corruption. There is no
documentary evidence, so instead I have turned to interviews with
Bank staff for clarification. I received several contradictory responses.
According to one senior staff member, procurement specialists primar-
ily concerned with the use of Bank resources originally raised the issue.
However, a different senior staff member disagrees. He says that pro-
curement specialists were ‘naive’ and did not understand the scope of
fraud occurring under Bank contracts. He also points out that it was
not until Wolfensohn came on board that they really considered
making changes to policy to deter fraud and corruption in the procure-
ment process.

I had always believed that the African (AFR) region was first because
of EDI involvement (see below), but this is not necessarily the case.
The Europe and Central Asian (ECA) region was the first to do opera-
tional work on corruption but only after Wolfensohn had committed
the Bank to working on it. AFR was therefore first conceptually while
the ECA was first operationally. In late 1996, a senior staff member was
working in the field in an Eastern European country and was
approached by the Prime Minister, who wanted to do work on corrup-
tion with the Bank. He insisted that this work remain confidential
until such a time as he felt confident making it public. This took eigh-
teen months, by which time the Bank had released its 1997 report
enabling it to conduct such work in the open.

Clearly, these individuals and the departments they work in con-
tributed to the early strategy on corruption within the Bank; however,
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there is not enough corroborative evidence to work with at this point,
but there is documentary evidence to highlight three important indi-
viduals who publicly led anti-corruption at the Bank: Petter Langseth,
Peter Eigen and James Wolfensohn, the current president.

Early work by EDI

As early as 1990, the Bank’s Economic Development Institute (EDI)?33
expressed an interest in corruption in the context of civil service
improvement. During a one-week workshop in December 1989 organ-
ized by EDI, attendees highlighted areas of concern in the civil service.
The most often cited problems included low morale, pressures on
resources, brain drain, lack of responsiveness to the public, excessive
politicization and, finally, corruption.?*¢ However, the word ‘corrup-
tion’ was not repeated throughout the rest of the workshop review doc-
ument, which instead discussed ‘service delivery’, morale, pay, ‘ghost’
workers, ‘accountability’ and ‘clear ethical standards’. Nevertheless, the
document remains significant as evidence that some staff within the
Bank were concerned with the impact of corruption on its programmes
long before an official strategy developed, and may have been testing
the water at this time.

In the early 1990s, Petter Langseth (EDI) established service delivery
surveys (SDSs)2%7 of ordinary people in Africa. Because Bank funding
was unavailable at the time for work of this kind, he instead
approached Scandinavian donors for the money. The surveys led to
workshops designed to start debates that would lead to the develop-
ment of action plans for anti-corruption. These activities were still seen
as outside the Bank’s mandate; however, Langseth had high-level local
support, including Judge Wairoba (of Wairoba Report fame) in
Tanzania and the Inspector General of Uganda, which may have
helped rally Bank support, or at least tolerance, for his work. According
to Langseth, ‘EDI only becomes involved on invitation by the govern-
ment ... This is in accordance with the policy articulated by the Bank’s
President and serves to protect the institution from any suggestion that
it is interfering with the internal politics of the client country.’?? It has
been said that, ‘Langseth was able to demonstrate to sceptics in the
Bank that it was possible to become engaged in anti-corruption work
without courting controversy, provided the work was implemented
with a partner NGO."2%?

Work on corruption remained active and quite high-profile in EDI
thanks to Langseth’s untiring support for the topic. During the seven-
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year period, 1990-7, at least twenty-nine documents produced by EDI
directly addressed corruption within a wide range of topics. EDI’s spe-
cialization in providing training for its borrowing clients is reflected
within the literature, with the majority used to arrange workshops on a
range of governance issues, to train journalists and parliamentarians,
and the rest looking at the use of surveys in individual country
context. There was little empirical research produced by EDI at this
time, no suggestion of relating its work to Bank policy and, impor-
tantly, almost all of its work on corruption was based in Sub-Saharan
Africa, where Langseth worked as Chief Technical Advisor to the Civil
Service Reform Program in Uganda.24°

Ties with Transparency International (TT)*!

Another early supporter of anti-corruption at the Bank was former staff
member Peter Eigen, the founder of TI. In 1990, Bank staff in Africa
met in Swaziland to discuss the recently published LTPS. At this
meeting, Eigen, then regional director for East Africa in Nairobi,
brought corruption on to the table for discussion. ‘The response was
enthusiastic, and it was agreed that the time had come to develop an
anti-corruption agenda within the World Bank.’?*> They were disap-
pointed at the reaction from Washington, especially the Legal
Department, who voiced concerns because of the non-political
mandate. Galtung and Pope tell us that:

This viewpoint seemed to dominate senior and middle-management
circles. In spite of encouragement from the field (very likely gener-
ated from what staff there were experiencing), from within the Bank
itself, and from some (but by no means all) political leaders in the
Africa region, it was felt at the time that to tackle corruption would
so clearly interfere with the Bank’s charter’s claimed ‘requirement’
to abstain from ‘political’ considerations in lending decisions as to
completely rule out explicit action on its part.?*?

Here the authors refer to the time when Shihata, the General Counsel,
largely dictated the Bank’s policies regarding governance issues.
Discouraged, Eigen decided to take early retirement. He travelled
around the world, meeting with interested people to find support for an
NGO with one focus - to combat corruption, and was fortunate enough
to have financial support from the German technical assistance agency
(GTZ) in order to do this. By 1992, he had drummed up enough support
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to form a board of directors and an advisory council, and TI was estab-
lished. Its original aim was to curb corruption in the South and eliminate
bribe paying in the North. Importantly, it was not established to expose
individual acts of corruption, but instead to work with partners within
countries in order to foster long-term efforts for reform.

Several donor agencies were represented at the TI launch in May
1993, including the Bank, as well as representatives from national gov-
ernments in the South and multinational corporations (MNCs). Staff
had received an invitation from TI, who invited several donor agencies
and international organizations. Despite not having an official
mandate to be there, interested staff persuaded their managers that it
was ‘important that someone from the Bank was there to show interest
and to understand where TI might be heading’.?** After this meeting,
these Bank staff tried to get a small grant of about $250 000 for TI's
work from Lewis Preston, then Bank president, through the
Institutional Development Fund (IDF). After they put together the
grant application, a committee reviewed it, but the General Counsel
would not agree to allow it. The applicants then got five VPs, including
the VP for Africa, to sign a special letter to Preston, asking him to over-
rule Shihata. Their application was unsuccessful.?*

Leadership commitment to fighting corruption

One reason for this hesitant approach was therefore a lack of leader-
ship commitment. As one senior Bank staff member interested early on
in corruption was told by his boss, ‘don’t say anything. Wait for a
signal from senior management.” This signal came with the arrival of
Wolfensohn in 1995. At that time, most Bank staff still believed that
corruption was too political and too difficult in terms of translating
into practice on the ground. Despite this, Wolfensohn ‘was determined
to mainstream the issue within the core of Bank activities’.?46
Wolfensohn has often been credited with bringing corruption into
the Bank’s agenda. Celarier places great importance on his decision to
begin spot audits of projects in 1996, starting with Poland, Kenya and
Pakistan. According to the Bank’s chief procurement officer at the
time, ‘““We want to put the fear of God in them”.”>” These are strong
words presaging a strong stance. In the Guardian, Frank Vogl, vice
chairman of TI-USA and a former director of external affairs at the
Bank, was quoted as saying, ‘“It is to Wolfensohn'’s great credit that he
embraced the corruption question”.’?*8 The author of the article
himself asserts that “‘Wolfensohn has made it [the Bank] overtly more
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political’ by conducting a ‘public crusade against corruption world-
wide’, despite earlier fears of ‘being seen as overtly political and inter-
fering in the internal affairs of client nations’.?*’ Shihata also gives
credit to Wolfensohn, maintaining that ‘the Bank’s explicit concern
with corruption as a general development issue came with the assump-
tion of James D. Wolfensohn of its Presidency in mid-1995. Soon
thereafter, he highlighted the issue in his first speech before the
Annual Meeting of the Board of Governors (in September 1995). He
then asked this writer, as the Bank’s General Counsel, to review all pro-
posals and consider initiatives for possible actions by the Bank.’?%°

Wolfensohn sees Shihata’s contribution in a different light. Speaking
to the World Congress of Accountants in Paris in 1997, he said, ‘Take
corruption. Eighteen months ago I couldn’t talk about corruption.
Eighteen months ago I was told that corruption was a political not an
economic issue. Since that time we have come a long, long way.’?! It
would then appear that Wolfensohn'’s often quoted 1996 speech where
he declared, ‘we need to deal with the cancer of corruption’,*? was a way
of ‘throwing down the gauntlet’ to Shihata and making very public his
policy intentions.

During his first year in office he invited a TI group to Washington DC
to conduct a half-day seminar on corruption for him and his senior staff;
thereafter, TI was engaged as a consultant to assist the World Bank in
developing its own strategy against corruption.?>3 Here, Galtung and Pope
refer to the creation of the Corruption Action Plan Working Group in
mid-1996, of which TI was a member.2>* The group eventually drafted the
landmark 1997 publication, Helping Countries Combat Corruption: The Role
of the World Bank. This document sets out the Bank's strategy regarding
anti-corruption and continues to guide its evolution.?s

One very interesting trend during Wolfensohn'’s tenure as president has
been the transition in emphasis from governance work to fighting cor-
ruption. In 1996, the Bank explained that it had ‘taken many steps to
address corruption, internally and externally’.2% These steps included: 257

Economic policy reform  Institutional reform

Economic reform Financial management reform
Tax reform Civil service reform
Regulatory reform Procurement

Privatization Governance

Sector policies Fiduciary control

Guarding against corruption in Bank projects
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Governance, as an overall objective for the Bank, has here been rele-
gated to a subset of objectives under the auspices of fighting corrup-
tion. Wolfensohn has successfully taken a policy agenda suggested by
predecessors and put his own personality on it by changing its focus to
a subject about which he clearly feels strongly. He has been said to
have ‘staked his reputation on efforts aimed at stamping out corrup-
tion’.2%® Indeed, former US Deputy Secretary of the Treasure, Stuart
Eizenstat, has warned, ‘The future credibility of our multilateral devel-
opment institutions may very well depend on their sensitivity in
dealing with [corruption].’?s° This has had a tremendous impact on the
manner in which the policy has developed since the 1997 document.

Conclusion: the 1997 strategy document

In his foreword to the 1997 strategy document, Wolfensohn declares:
‘The time for action is now.’?®® This document sets out the Bank’s strat-
egy while allowing for its evolution. It provides the framework but not
the details. Significantly, it sets out a four-pronged strategy for the
Bank’s work on corruption:

e Preventing fraud and corruption within Bank-financed projects.2¢!

e Helping countries that request Bank support in their efforts to
reduce corruption.

e Taking corruption more explicitly into account in CAS, country
lending considerations, the policy dialogue, analytical work and the
choice and design of projects.

e Adding voice and support to international efforts to reduce
corruption.?%?

As the next chapter shows, this remains the framework for the Bank’s
anti-corruption programme.

The 1997 strategy document highlights particular areas of concern
for the Bank. Firstly, anti-corruption work is explicitly linked with
structural adjustment. It argues that it is important to continue to pay
close attention to economic reforms. Answering critics of adjustment,
the Bank argues, ‘The answer is not to forgo reform, but to consider
and help strengthen institutional capacity in tandem with policy
design.’?*? Secondly, because of this tie to adjustment programmes and
the Bank’s legal requirement to lend directly to governments, anti-cor-
ruption work is concerned only with public and not private sector cor-
ruption. However, it believes that its public sector work can help
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eliminate corruption in the private sector ‘by helping countries
strengthen the legal framework to support a market economy and by
encouraging the growth of professional bodies that set standards in
areas like accounting and auditing’.2%* Thirdly, civil society and the
media are seen as ‘the two most important factors in eliminating sys-
temic corruption in public institutions’.?6% Referring to existing work, it
points out that ‘EDI normally seeks both a government and a civil
society partner.’%¢ Lastly, considerations for lending decisions must
look at the following:

e Whether Bank projects are likely to be affected by corruption during
design or implementation, or thereafter.

e The extent to which the achievements of development objectives
are compromised by corruption.

e The willingness of the government to act to control corruption if it
threatens the effectiveness of Bank projects and/or economic and
social development.2¢”

If problems are found, the Bank will reassess the particular project,
sector or the entire country if need be, but always within the scope of
its Articles of Agreement.268

In other words, the keys to the Bank’s anti-corruption strategy are as
follows:

e economic reform through structural adjustment

e strengthening institutional capacity

e focusing on the public sector

¢ helping the private sector through legal and other reforms

e assisting civil society and the media

e taking corruption into account when making lending decisions

¢ finding the necessary political will

¢ ensuring that all must take place within the framework provided by
the Articles of Agreement.

The next chapter looks at the evolution of the Bank’s anti-corruption
programme and addresses each of these issues in turn.
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The World Bank’s Anti-Corruption
Programme

Previous chapters have built a theoretical and historical context for the
Bank’s anti-corruption programme. The complexity of the Bank’s
approach also means that one has to have a full understanding of how
the Bank works in order to evaluate its anti-corruption programme: its
lending programmes and products, its evaluation processes, interac-
tions between regions and sectors and its external relations. However,
the size of the project undertaken means I must restrict myself to
the Bank’s key four-pronged strategy. As Operations Evaluation
Department (OED) points out, ‘the menu of potential actions to curtail
corruption is very large so a framework is needed that provides guid-
ance on ordering potential actions’.! I have used the Bank’s own strat-
egy to guide my evaluation and recommendations, following the logic
of Bade Onimode, editor of the 1989 text IMF, the World Bank and the
African Debt, who stated, ‘To evaluate the World Bank’s programmes,
we should ... use their own figures, their own language, to see whether
what they set out to do has been done.”?

Where possible, I have tried to provide illustrative examples of work
on the ground, moving beyond strategy into implementation.
However, I do not provide an extensive list of ongoing projects or eval-
uations of included examples. It is important to remember that even
though the Bank has been putting together its strategy since 1997, it is
still in the early stages of implementation. The purpose of this chapter
is not to provide an evaluation of the uses and consequences of this
work. Instead, its importance lies in examining the direction in which
the work is evolving and suggesting challenges that the Bank is likely
to face.?
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The programme’s main components

Internal accountability and borrower accountability

It is difficult to split the Bank’s strategy up into clearly delineated areas,
but I have attempted to do just that here, in order to distinguish
between measures that address the Bank’s internal accountability
measures and the work it does to help strengthen its borrowers’ account-
ability, both within the borrowing country itself and to the Bank.
However, it should be noted that throughout there are areas of overlap.

International partnerships

One area of considerable overlap is the extensive work done by the
Bank to build up international partnerships* and interest in corruption.
The Bank has been very successful in bringing international attention
to the issue. It is the only donor with the kind of resources and scale to
deliver this kind of impact. It agrees that its comparative advantage
here lies with high-level policy dialogue. DfID also points to the Bank’s
advantage here, arguing that the Bank, in particular, has ‘the clout
they can bring at the highest levels’.> Pressure from the World Bank
has significantly contributed to the efforts to combat the ‘supply-side’
of corruption, resulting in, for example, the OECD anti-bribery con-
vention (see below), the TI Bribe Payers Survey, a higher profile for
work on money laundering, attempts to standardize accounting prac-
tices worldwide, and a number of conferences and forums, all of which
contribute to the growing international consensus on the developed
world’s role in corruption, an important step forward in the donor
discourse.

‘Grand corruption’® often has several international dimensions that
donor agencies and borrowers need to take into account when design-
ing anti-corruption strategies. Procurement often involves several busi-
nesses, both local and foreign. Money-laundering turns seemingly
domestic forms of corruption into international ones (for example,
money skimmed off a local construction contract sent to a numbered
bank account in Switzerland). Because of this international dimension,
the Bank must be involved in anti-corruption work at the international
level for its own programmes to work at the country level.” As it points
out:

International efforts play an important role in combating these
dimensions of corruption. Numerous international organizations
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and alliances are collaborating to promote global co-operation in
criminalizing international bribery, both in capital-exporting as well
as in developing countries; to promote international co-operation in
detecting and prosecuting transnational offences such as interna-
tional money laundering; and to gather lessons of experience from
across countries, providing knowledge and training to governments
that have less experience in combating corruption.®

All international organizations are limited in some way by their
mandate and level of resources, creating a need to focus on compara-
tive advantage.’ Even an organization as large and well-funded as the
Bank cannot combat all aspects of international corruption single-
handedly, even without the limitations put upon it by its Articles of
Agreement. Therefore, the Bank has developed partnerships with
certain international organizations and initiatives to create a better
environment for its own anti-corruption programmes. The Bank
describes its approach for supporting international efforts as

e helping co-ordinate both cross-border and in-country anti-
corruption efforts

e forming strategic collaboration arrangements with other organiz-
ations, and

e deepening its knowledge about corruption and disseminating it
internationally.!°

The Bank’s partners fall into the following categories: other multilat-
eral development banks (MDBs), international organizations, donor
agencies, NGOs and the business community. It is able to share
‘lessons learned’ among all the groups it works with and is also able to
conduct co-ordinated activities with one or more partners. This section
will not touch upon the work done by other donor agencies, as this
will form the basis of the next chapter.

The MDBs, including the Bank, have formed a working group on
governance, corruption and capacity building that looks at borrower
performance criteria, improving the governance environment (for
example, new lending products, governance assessments, public expen-
diture management reform), improving project management, and
examining specific anti-corruption activities and procedures.!! In ad-
dition, the African Development Bank (AfDB) and the Asian
Development Bank (ADB) have developed their own policies on cor-
ruption that closely mirror that of the Bank.!? The MDBs focus on
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accountability, transparency, combating corruption, participation,
public sector reform, privatization and legal and judicial reforms.
However, the EBRD as an organization is quite unlike any of the other
MDBs. The EBRD was founded on the principle of supporting democ-
racy within its member countries. Unlike the other MDBs, including
the World Bank, it has a legal mandate to address political issues in its
work, specifically limiting its activities to countries that are liberal
democracies or are moving in that direction.!> However, it does not
have a specific anti-corruption policy and does not at this time
conduct any discrete anti-corruption work.!*

The Bank has been an observer of the OECD Working Group on
Bribery since 1998, which seeks to ‘outlaw the bribery of foreign
public officials and end the tax deductibility of foreign bribes’.!> This
group produced the ‘Convention on Combating Bribery of Foreign
Public Officials in International Business Transactions’ in November
1997,16 which went into effect on 15 February 1999. The Convention
was originally signed by all twenty-nine member countries and five
non-member countries,!” while twenty-six of these countries have
‘commit[ted] themselves to ensuring that their national parliaments
approve the Convention and pass legislation necessary for its
ratification and implementation into national law’.!® Implementation
is monitored by OECD with its findings publicly available.!® The
Bank has also been an observer at meetings of the Financial Action
Task Force on Money Laundering (FATF) since 1997. FATF is ‘an
inter-governmental body which develops and promotes policies, both
nationally and internationally, to combat money laundering. As a
“policy making body” therefore, its primary goal is to generate the
political will necessary for bringing about national legislature and
regulatory reforms in the area.’?® Although physically based in the
OECD, it is an independent body. Its membership is similar to that of
the OECD Convention, and has several groups that attend its meet-
ings as observers, including other similar regional-based bodies and
international organizations.?! The Bank worked closely with the
Organization of American States (OAS) on the Inter-American
Convention Against Corruption. The Bank is also a member of the
International Chamber of Commerce Standing Committee on
Extortion and Bribery, the DAC Experts Group on Monitoring
Performance in Good Governance, the Council of Europe’s
Multidisciplinary Group on Corruption, the UN Office of Drug
Control, and the Interpol International Groups of Experts on
Corruption.
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The Bank has recently included a new anti-corruption NGO in its list
of partners, although it is not yet clear what the nature of this connec-
tion will be. The Partnership Fund for Transparency was launched at
the 9th TACC in Durban by UNDP, and is a joint initiative between
UNDP, who put up the $100 000 seed money for the project with a
further $1 million from the UN Foundation, and TI.?? The Fund is
located in Washington DC and is run by Pierre Landell-Mills, who was
partly responsible for introducing anti-corruption work into EDI in the
early 1990s. According to a UNDP press release, ‘The two main objec-
tives of the Fund are to assist civil society organizations with expertise
related to combating corruption; and to provide training to build their
capacity, management and advocacy skills.”?® Projects approved thus
far include the funding of a panel of independent experts to monitor a
public auction in Bulgaria and funding the establishment of an interac-
tive website on procurement in Brazil.*

The Global Coalition for Africa (GCA) is an intergovernmental forum
of African policy-makers and international partners working to build
consensus on development issues.?> GCA’s work on corruption has
been closely linked to the World Bank since GCA'’s inception, partly
because Robert McNamara is its Co-Chairperson Emeritus and has
served on its Board. Although the GCA has been concerned with gover-
nance issues since its inception in 1991, its 1997 Policy Forum meeting
in Maputo, Mozambique was the first such meeting to be primarily
concerned with corruption.2¢

The Bank’s leading partner in civil society continues to be TI, the
world’s only NGO devoted solely to combating corruption and one
which grew out of the Bank. The relationship between the two organiz-
ations has always been close.?” According to Galtung and Pope:

TI was ... interested in convincing the World Bank and the
International Monetary Fund ... to adopt a more assertive posture
against corruption. Brown-bag lunches at the World Bank in
Washington DC, from 1993 onward consistently drew crowds that
often extended down the corridors outside. In the field, a partner-
ship was being created between TI and the World Bank’s Economic
Development Institute ... in the form of Petter Langseth ... Within
EDI, Langseth was able to demonstrate to sceptics in the Bank that it
was possible to become engaged in anticorruption work without
courting controversy provided the work was implemented with a
partner NGO ... Several TI national chapters now work actively with
the World Bank in the Bank’s member countries, and there is a rela-
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tively free flow of information between the international financial
institutions and TI.28

When Wolfensohn committed the Bank to fighting corruption in
1996, TI quickly offered its support for increased partnership. TI is
mentioned repeatedly in Bank documents and in interviews with staff
as an example of the Bank’s work with civil society on combating cor-
ruption, and is often the only example provided. TI works mostly with
WBI in the design and delivery of workshops, and joint research and
publications, while National Chapters work closely with Bank country
staff. For example, TI-Latvia indicates that the World Bank is one of its
primary partners, along with the Latvian Ministry of Justice, the OECD
and the Council of Europe, among others.?” TI-South Africa worked
with the World Bank to support the 9th IACC in Durban. TI-Bangladesh
and WB], in partnership with the Parliamentary Centre of Canada, organ-
ized a seminar between parliamentarians and civil society groups
throughout South Asia, resulting in a draft code of conduct for MPs.%°

Areas of concern

Strategy vs. policy

I deliberately refer in this chapter to ‘strategy’ rather than ‘policy’.
There is no official operational policy on anti-corruption activities for
the Bank. According to the Bank’s Operational Manual, operational
policies (OPs) ‘are short, focused statements that follow from the
Bank’s Articles of Agreement, the general conditions, and policies
approved by the Board. OPs establish the parameters for the conduct of
operations; they also describe the circumstances under which excep-
tions to policy are admissible and spell out who authorizes excep-
tions.”3! There are OPs on the environment, gender, dams and tobacco,
among others. Instead of an OP on corruption, there are instead poli-
cies that ‘govern the use of Bank funds’.?? This includes policies on
procurement, the disbursement of funds and audit procedures.
However, these only fit into the first prong of the Bank’s strategy: pre-
venting fraud and corruption within Bank-financed projects. The Bank
instead has a ‘strategy’ on corruption that encompasses the others,
with no officially delineated parameters. The Bank explains that OPs
exist to ‘help ensure its operations are economically, financially,
socially, and environmentally sound’.?? It would seem that something
described by the Bank president as the most important challenge
facing it, that is supposed to be mainstreamed into all facets of the
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Bank’s work, and has already raised so many questions in terms of the
Bank’s mandate, deserves an operational policy to ensure its soundness
and that all of the components ‘fit’.3*

This lack of policy may be partly due to the complexity of the strat-
egy as it is being implemented. But it is interesting that there is a
policy on gender but not on corruption, as gender can be as all-
encompassing as the Bank claims its work on corruption is, and is
often as controversial.>> One explanation for this is that there already
exists a significant body of scholarly literature on the impact of gender
on development. A general consensus exists between donors, acade-
mics and NGOs that women’s needs must be taken into account when
both designing and implementing development projects, with evi-
dence taken over several years to support this. Although most agree
that corruption has a negative overall impact on economic develop-
ment, a similar consensus does not exist on the relationship between
good governance and development. Until more is known about this
relationship, the Bank seems reluctant to rigidify this work in the con-
ventional way by creating an operational policy.

The ‘Knowledge Bank’ and corruption research

Since 1996, the Bank has asserted itself as a Knowledge Bank, with the
Bank ‘creating, sharing and applying knowledge’.3¢ In order to retain
interest within the Bank itself and to help build internal capacity and
support for the mainstreaming process, the Bank conducts research on
corruption and distributes this both internally and externally. Since
the early 1990s, a great deal of work on this relationship has been pub-
lished by the Bank or by academics who regularly work as Bank consul-
tants. Bank documents often refer to its own work when making claims
about this relationship, and the same papers are cited repeatedly. The
main strategy document, published in 2000, refers to the ‘now well-
documented contribution of good governance to growth’,3” pointing to
a list of sources in its Annex. Out of the fifty documents identified,
forty-two have been written by Bank staff or consultants. Another
interesting example comes from a draft paper from the Operations
Evaluations Department (OED) preparing a framework for an evalua-
tion of the anti-corruption programme. This paper reiterates that, ‘A
wide consensus has also recently emerged that corruption is a
symptom of failed governance [referring to the strategy document].’38
A total of forty-five texts are cited in the bibliography, and thirty-three
of these have been written by World Bank or IMF staff or consultants.
So the evaluation is being designed using the work that the Bank itself
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produces to justify the direction that the programme is taking. This
seems a narrow basis for a ‘wide consensus’.?* Furthermore, of the
seventy-nine papers listed on WBI's website, all published between
1997 and 2000, Daniel Kaufmann is author or co-author on forty-eight
of them. This is in addition to his non-research-based work as manager
of WBI's governance division, which one can only assume is a very
busy position in its own right. Clearly, as manager, one could argue
that Kaufmann would naturally be the driving force behind WBI’s
work in corruption. However, as this research drives the direction the
Bank’s programme is taking, it does raise the question of the usefulness
of a great deal of WBI's published research. Even Peter Eigen of TI has
expressed concern on this point, saying:

The World Bank ... plays a significant, often leading, role in research
and the development of new concepts. The same organization that
is responsible for the arduous task of putting such concepts into
practice, simultaneously assesses the performance of the develop-
ment system critically and recommends which future practice ought
to be implemented - immediately. The conflicting roles of giving
conceptual guidance and being the world’s largest player in develop-
ment assistance lead the World Bank and its management into fre-
quent crises of credibility. There is a need to separate out roles of
design and implementation from that of evaluation - as any good
auditor will tell you.*°

Eigen’s criticism has been echoed by others who see an inherent
conflict between the Bank’s role as provider of development knowledge
and implementer of development programmes. Jakobeit writes, ‘Due to
its financial clout alone, the Bank as a globally leading (if controver-
sial) think tank and a globally committed donor has a special position
in international development policy. Because it has in many cases the
power of definition and interpretation, its publications must be taken
very seriously.”#! Samoff and Stromquist argue that:

this approach to information ... reinforces global power relations. In
the contemporary era, the World Bank has assumed major responsi-
bility for overseeing and managing the integration of the world
economy and especially the incorporation of poor countries into it
on terms they do not set. Control over relevant information, or
even the claim that the World Bank is the major repository for and
distributor of knowledge about development, entrenches and
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enhances the World Bank in that global role. As it asserts its role as
a development advisory service and knowledge manager, the World
Bank becomes even more powerful and dominating, in both
affluent and poor countries.*?

They go on to say, ‘Entrenching one organization, or the external
funding and technical assistance agencies more generally, as the
accepted arbiters of relevant development information enables them to
exercise vast control that is not only unchallenged but largely unchal-
lengeable.’*® Tt is thus with corruption. As the Bank develops its
research portfolio, its work on corruption evolves. There is little
outside input or evaluation into this process, and borrowers have little
choice but to accept the ‘expert advice’ and design anti-corruption pro-
grammes accordingly. This is not to say that the Bank’s research is
‘bad’ but that it is unlikely to fund indigenous programmes based on
knowledge that contradicts its own.

Even if its research is well-respected and of high quality, this conflict
remains. According to Goldman, ‘The problem is not that “bad”
science has become dominant, but that the Bank’s data and reports,
policies and discursive strategies become dominant the world over and
yet detached from the production process.”** Mehta questions the
often narrow agenda of the Bank'’s research. ‘The Bank’s knowledge
agenda often tends to be centralized and absolutist and draws on econ-
omistic and technocratic models. These trends contribute to the emer-
gence of a narrow knowledge agenda that both neglects sociocultural
issues and those concerning a wider political economy. Thus, the
plural nature of knowledge is denied and the Bank’s own problematic
role in knowledge generation is not reflected upon.’*> She uses the
cases of irrigation and dams to illustrate that the Bank’s knowledge can
be flawed, with disastrous consequences, highlighting gaps in areas of
Bank ‘expertise’.

Specifically looking at the Bank’s anti-corruption work, Khan argues
strongly that their research is based on a view of the state not backed
by evidence, ignoring the experience of the Asian developmental states
in particular (see Chapter 3 above). Thus, he contends that the Bank
does not understand the relationship between corruption and develop-
ment. He shows how the Bank links poverty to corruption when in fact
history shows that the link is between capitalism and corruption.4®

Without excusing corruption, international agencies have to face up
to the fact that the construction of capitalism, although it may be
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necessary for the long-term prosperity of poor countries, is itself an
ugly and conflictual process. Attempts to attain a corruption-free,
representative and accountable system of governance at this stage
may not only not be achievable, but may divert attention from
what actually needs to be done to improve the quality of state inter-
vention to accelerate the transition and make it more socially
acceptable.*”

Instead he argues that the Bank should look at the actual relationship
between corruption and development, rather than an idealized one, in
order to see what reforms took place that allowed corruption and
economic growth to take place concurrently.

Over the past few years, the Bank’s anti-corruption programme has
continued to gain momentum, developing as its research develops. On
the one hand, the Bank’s work, by necessity, must develop in incremen-
tal stages, as it is conducting work that has never before been attempted
on this scale or by an international agency such as itself. This makes
developing policy very difficult. The work is ‘evolving’,*® and an opera-
tional policy with defined parameters would not allow the rather ad hoc
implementation that results from not knowing where the programme
will go next. However, it could also be argued that this only provides an
excuse for work that is done haphazardly, organized by a small group of
people using largely their own work to both design the programme and
justify positions already decided upon. Instead of having a policy in
which the components ‘fit’, the Bank has instead a set of spare parts for
an engine that has not yet been designed, let alone built.

Comprehensive Development Framework (CDF)

In the follow-up report to the 1997 strategy document, the Bank’s
approach to anti-corruption is described as follows:

The Bank views corruption as a symptom of underlying institutional
dysfunction, and thus employs a proactive and holistic approach
that attempts to help clients strengthen governance and public
sector management, to improve economic policies and legal/judicial
systems, and to develop and implement specific anticorruption mea-
sures. The Bank has made strengthening borrower capacity a prior-
ity through increased lending, enhanced country-level advisory
service, and the inclusion of ‘good and clean governance’ as one of
the central pillars of the Comprehensive Development Framework
[CDF].#
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The CDF, which is the cornerstone of Bank strategy under
Wolfensohn, is described as:

a holistic approach to development. It seeks a better balance in poli-
cymaking by highlighting the interdependence of all elements of
development - social, structural, human, governance, environmen-
tal, economic, and financial. It emphasises partnerships among gov-
ernments, donors, civil society, the private sector, and other
development actors. Perhaps most important, the country is in the
lead, both ‘owning’ and directing the development agenda, with the
Bank and other partners each defining their support in their respec-
tive plans.>®

The Bank’s anti-corruption assistance programmes reflect both the
‘holistic approach’ to development prescribed by the CDF and the
Bank’s overall commitment to long-term capacity building. As a matter
of fact, Wolfensohn explains that the key to the CDF is good govern-
ment and combating corruption.’! Structural issues form the first
‘pillar’ of the CDF matrix. These include good and clean government,
the justice system, financial systems and social safety nets and social
programmes. Partners in this process include the government, multilat-
eral and bilateral institutions, civil society and the private sector.52 All
sectors within the Bank are encouraged to adopt this CDF approach
and ‘mainstream’ governance activities into their own work, be it
health, education, water, transport and so on. In the Bolivian CDF, for
example, specific anti-corruption initiatives are represented by the
implementation of a National Integrity System,*® working in partner-
ship with TI. Other areas with an anti-corruption component include
improving regulations, privatization, participatory projects, decentral-
ization and institutional and judicial reform.%*

This comprehensive approach to anti-corruption is reflected in all
four prongs of its strategy, and especially in the second - ‘helping
countries that request Bank support in their efforts to reduce corrup-
tion’. According to the editor of the IMF magazine Finance &
Development, ‘Like the mythological hydra, corruption is a many-
headed foe that insinuates into every part of the social fabric, weakens
the body politic, and jeopardises prospects for economic growth.’s
This rather dramatic analogy is illustrative of how the Bank is
approaching anti-corruption work - tackling its impact in every sector
of the Bank’s work, from public sector management to health to
forestry and so on. In order to ‘kill the beast’, the Bank is trying to
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attack it at its institutional core rather than deal with one ‘head’ at a
time.

This CDF-based approach to anti-corruption does not lack contro-
versy and appears to split opinion within the Bank. One senior staff
member told me that the Bank’s capacity-building work with civil
society and community empowerment, leading to ‘bottom-up’ demand
for anti-corruption work, is the most exciting work being conducted in
this area by the Bank. However, another is not convinced. S/he believes
that capacity building suggests a lack of skill or ability, as if the people
concerned are not intelligent enough to know how to do things prop-
erly and just require ‘technical assistance’. This view is very patroniz-
ing, in this staff member’s opinion. S/he asserts that if the demand
were there, people would know the steps that need to be taken.
However, the current situation benefits those in power, and until that
changes, no amount of ‘capacity building’ is going to change that.>¢
Another senior staff member is concerned that the anti-corruption
emphasis can get too big and be seen as an end in itself. S/he thinks
they should go back into a broader public sector reform agenda, with
the ultimate goal to help LDCs develop more effective government.
Despite these internal concerns, the Bank does not show any signs of
returning to such an approach.

Internal accountability measures

The Bank has an obligation under its Articles of Agreement to ensure
that the funds it disburses are used for the purpose intended.5” In addi-
tion, the Bank identifies the ‘development effectiveness’ of its projects
as a reason for its interest in preventing corruption in its own pro-
jects.58 It is also important that the Bank be seen to be doing its part to
ensure its own operations are as corruption-free as possible, when it is
demanding the same from its borrowers. Therefore, considerable effort
has gone into both defining the issue and implementing a highly
visible and relatively transparent programme designed to provide over-
sight into the design and implementation of all Bank projects.

On 31 March 1997, the Board endorsed the Bank’s Strategic
Compact,* which has given $250 million over a thirty-month period
for improvements to Bank procedures, including those for procure-
ment and financial management. For example, $30 million was spent
over a three-year period to pay for new procurement®® and financial
management staff, to increase the number of Country Procurement
Assessment Reviews (CPARs)®! done, to finance post reviews of procure-
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ment contracts and to support a financial management reform pro-
gramme. A further $6 million was spent in 1999 to investigate allega-
tions of corruption, with an additional $6.9 million budgeted for
2000.62

In a recently produced guide for its staff, the Bank identifies four
important areas where corruption and fraud may occur within Bank
projects: (1) the project design stage, (2) the procurement stage, (3) the
implementation stage, and (4) the financial management stage.®® With
the above definitions in mind, the Bank outlines the opportunities for
both corrupt and fraudulent practices within each of the four crucial
stages (see Table 4.1).

This list is intended to provide staff with a fairly comprehensive
inventory of different ways fraud and corruption may occur during dif-
ferent stages in the project. The document provides training and guid-
ance to staff in the field with varying degrees of experience in project
management in order to improve capacity and limit the opportunities
for fraud. For example, an increased awareness among staff might
prevent fraudulent activities, such as roads being built that serve only
the business interests of a few government officials, advertising for bids
in specific publications that are read by only a select few, or billing for
materials that do not exist and the private use of project vehicles.

The Bank’s internal mechanisms have been designed to prevent the
above occurrences within each individual stage. For example, the Bank
has produced Standard Bidding Documents (SBDs) and Standard
Contracts that help to simplify both the bidding procedure and Bank
oversight of the process. These documents reiterate the Bank’s procure-
ment policy on corrupt and fraudulent behaviour according to its
Guidelines within the General Conditions of the Contract and the
Information for Bidders. Similar standard documents also exist for the
employment of consultants, including standard and sample contracts
for complex time-based and small assignments.5*

The Bank also ensures that each project Task Team includes both a
procurement specialist and a financial management specialist. The pro-
curement specialist will help ensure that the Task Team realistically
analyses the borrower’s capacity for public procurement, preferably
utilizing a CPAR if available, ultimately ‘taking into account the bor-
rowing country’s capability and experience in supplying the goods and
services and constructing the works included in the project’.%® This
could help avoid problems such as drafting unrealistic goals and
including local firms when they are in fact unable to provide the goods
and services to the specifications required. Likewise, the financial man-
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Table 4.1

How and when fraud and corruption may occur in Bank projects

Stage

Corrupt & fraudulent practices

Project design
(borrower and
supplier)

Procurement

Implementation
(borrower or
supplier)

Financial
Management
(borrower)

(a) overstate requirements to increase earnings

(b) manipulate design to benefit certain parties

(c) allow government officials ‘unfettered’ discretion to
allocate resources

(d) allow management discretion to divert funds for
unauthorized purposes

(e) create weak oversight mechanisms

(f) alter timing to suit ‘vested interests’

Borrower Supplier
(a) insufficient or inadequate (a) unjustified complaints

advertising (b) collusion schemes
(b) excessively short (c) misleading bids
advertising (d) malicious ‘front-

(c) bidding time allowed is
apparent, not real

(d) misuse of legal and
administrative
requirements

(e) inappropriate bidding
procedures

(f) procedures that violate
the secrecy of bidding

loading’

(a) corrupt contract amendments

(b) unjustified complaints

(c) overbilling/overpayment

(d) lower than specified quality

(e) flagrant theft

(f) manipulation of Alternative Dispute Resolution (ADR)
procedures

(a) duplication of payments

(b) alteration of and tampering with invoices and other
supporting documents

(c) adulteration or duplication of accounting records

(d) lack of supporting records

(e) ineligible payments

(f) misuse of funds

(g) unauthorized advance payments without guarantee

(h) unauthorized use of project property

(i) excessively high operational expenditures

(j) unreported discounts

Source: Aguilar et al. (2000), Preventing Fraud and Corruption in World Bank Projects, pp. 3-9.
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agement specialist will help the Task Team analyse the most recent
Country Financial Accountability Assessment (CFAA)® to ensure the
borrowing country’s capacity to handle the financial, accounting and
auditing components of the project.®”

During the actual project implementation stage, Bank staff are
expected to ensure borrower compliance with the terms of the project;
analyse any waivers and exceptions to Bank rules or procedures, espe-
cially when these may have been introduced to give personal benefit to
an interested party; inspect project sites to ensure progress is as
reported; and ensure that proper auditing procedures have been imple-
mented and are being followed. When a project commences, procure-
ment staff assess borrower capacity. During project implementation,
they assess transactions, either by prior review (for large transactions)
or by reserving the right to conduct ex post reviews (for smaller transac-
tions). Regardless of the size of the transaction, they can choose to do
either or both (or neither, for that matter).

Another important measure to enhance Bank accountability has
been the establishment of a telephone hotline in October 1998,
which is completely confidential and anonymous if requested and used
to report any corruption by Bank staff or involving Bank projects. As of
14 March 2000, the hotline has received 156 calls, although the
number of these that have led to investigation has not been made
public.®’

In May 1998, the Bank established the Oversight Committee on
Fraud and Corruption Involving World Bank Group Staff. The
Committee meets weekly, reports directly to the president and has the
power to conduct periodic audits. It is chaired by a Managing Director
of the Bank, and also includes the Deputy General Counsel
(Administration, Finance & Institutional Affairs), the Auditor General
(Internal Audit Department (IAD)), the Manager of the Office of
Professional Ethics (OPE), a representative from the Operational Core
Services Network, the Chief of Security, and senior managers from the
IFC or MIGA, if those agencies are involved. Figure 4.1 provides a com-
plete organizational chart.

The Committee’s mandate is to oversee the investigation of all alle-
gations of corruption within the Bank group itself and within Bank-
financed projects. It must ensure that all investigations are ‘thorough,
prompt, and responsibly carried out’.”® In addition, it has the power to
create internal policies to combat corruption. The Committee is sup-
ported by a Secretariat located in the Legal Department, which reports
directly to the Vice-Chairperson. It is the ‘executing arm’ of the
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Figure 4.1 Oversight Committee on Fraud and Corruption Involving World
Bank Staff

Committee, responsible for receiving all allegations and determining
that they meet the criteria before passing them on to the Committee. It
has control over any cases forwarded on and must ‘ensure that investi-
gations are carried out promptly, efficiently, and rigorously’.”! The
Secretariat reports on cases to the Oversight Committee, which then
presents recommendations on any cases worthy of civil or criminal
action to the Bank president.

The Bank takes these investigations very seriously, and will disbar
any firm or individual found to have defrauded a Bank project, in
accordance with Art. 1.15(d) of the Procurement Guidelines: ‘[the
Bank] will declare a firm ineligible, either indefinitely or for a stated
period of time, to be awarded a Bank-financed contract if it at any time
determines that the firm has engaged in corrupt or fraudulent practices
in competing for, or in executing, a Bank-financed contract’.”? This is
handled by the Sanctions Committee, appointed by the president.”?
When the Sanctions Committee reviews an investigation report given
to it by the Oversight Committee, it will send a Notice of Disablement
Proceedings to the firm or individual in question, in order to allow
response in writing or in person. If there is sufficient evidence, the
Sanctions Committee passes the case to the president, who then makes
a decision on it based on the Committee’s recommendations.

Importantly, the Bank has also re-emphasized the ethics standards of
its own staff. According to Wolfensohn:

[W]e need to ensure that we have the proper mechanisms in place
to minimize fraud and corruption within our own organization —
and to respond swiftly and effectively when it does occur. I want to
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emphasize that I have full confidence in the integrity of the staff of
our institution. Those instances where staff have not conducted
themselves in accordance with the World Bank Group’s ethical stan-
dards are very rare. I do not believe we have a widespread problem
in this regard. We cannot be too complacent, however. As I have
said before, even one case of fraud or corruption is one too many.”*

The Bank’s Code of Professional Ethics, issued in 1994, ‘stresses that
the highest level of professional ethics is expected from staff
members’.”S Staff Rule 8.01 was amended to ‘provide for mandatory
termination for Staff who defraud the Bank ... where Staff have
engaged in the misuse of Bank Group funds or other public funds for
private gain in connection with their Bank activities or employment,
or the abuse of their position in the Bank for financial gain’.”¢ The
Office of Professional Ethics was strengthened in 1998 with support
from the Strategic Contract. Activities that it has undertaken since
then include the 1999 publication of Living Our Values,”” staff ethics
training through Integrity Awareness Seminars, establishing an Ethics
Helpline for staff along with an Ethics web page,’® and the introduc-
tion of policies and procedures for the termination of staff for fraud
and corruption (November 1996) and also for protection of whistle-
blowers (March 2000).7°

External reviews of the Bank’s internal accountability measures
US General Accounting Office (GAO)

In April 2000, the US General Accounting Office (GAO) published a
study of the Bank’s anti-corruption efforts. The report is generally posi-
tive about the internal controls the Bank has put in place or strength-
ened, but with several caveats. Lack of borrower capacity will obviously
weaken any internal Bank measures, and the Bank needs to see this as
a long-term problem. It does not sufficiently take risk into account
when lending for anti-corruption work. Looking at twelve projects
approved since November 1998, GAO found five with little borrower
capacity, according to Bank staff and records; six which did not meet
the minimum financial management requirements; three with weak
procurement capacity, according to the Bank; and four lacked the key
implementing agencies and staff required by the Bank. In response:

Bank officials told [GAO] that it is common practice for borrowers to
delay fully establishing project-implementing organizations until
after projects are approved by the Board. These officials indicated
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that most management deficiencies would be corrected, as a legal
condition of the loan, before any Bank funds are actually disbursed.
However, even with required corrective actions, the ability of these
agencies to exercise proper financial management and procurement
functions is unproven, given the agencies’ lack of experience.®

Furthermore, Bank monitoring and supervision procedures are not
seen as adequate, and problems do not often make it far enough up the
chain of command. Finally, although much more information is now
available to the public, the Bank has not done enough to publicize its
new initiatives, such as the hotline and Oversight Committee, to the
development community and especially to NGOs.8! Although the Bank
argued during the writing of the GAO report that the measures taken
were sufficient to assure that funds were being spent as intended, GAO
believes ‘the Bank is not in a position at the time to gauge the extent
to which this is the case due to the weaknesses in its current systems of
controls’.®2 In his response to the report, Wolfensohn agrees with the
findings and points out efforts that are being made to address those
issues (Thornburgh’s evaluation of the Oversight Committee [see
below], increased funding for capacity building, staff training,
increased emphasis on risk in the country assistance strategy [CAS]33
document and greater publicity of the hotline).3* In its own progress
report, the Bank highlights the GAO report and states that it is an
important independent review that provides guidance for the future of
the programme.?

The Thornburgh Report

A review of the hotline’s effectiveness was conducted for the Bank by
Richard Thornburgh of Kirkpatrick & Lockhart LLP, a former US
Attorney General and Deputy Under-Secretary to the UN, and com-
pleted in January 2000. The report goes beyond the original remit of
the audit and makes three principal recommendations regarding the
Bank’s internal practices:

e The Oversight Committee should be policy-making and the ‘princi-
pal vehicle for establishing responses to fraud and corruption’ and
for ‘the conceptualization and delivery of national assistance pro-
grams’. It should also be renamed the Oversight Committee on
Fraud and Corruption Policy.

e Investigative functions should be handled by a new independent
department that reports to the President and has the authority to
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conduct its own investigations. This should be named the
Department of Institutional Integrity.

e The Sanctions Committee should publish guidelines for sanctions
and should not be subject to review by the president.8¢

Resulting changes

Out of fifty-four projects audited by independent firms hired by the
Bank so far, misprocurement was found on forty contracts totalling
almost $40 million. This is out of approximately 45 000 contracts
totalling $45-50 billion. The Bank’s own investigations led to the ter-
mination of two staff members for misuse of $110 000 of trust funds,
with their termination benefits withheld. Some of this money has
already been recovered as part of an ongoing investigation.
Furthermore, another civil lawsuit was filed against a former staff
member and a contractor. The case, originating in October 1997, was
won by the Bank in February 1999.

There has been considerable effort to publicize fraudulent cases. One
incident involved consultant trust fund activities administered by the
Bank for the Swedish, Danish, Norwegian, Dutch, Spanish and Swiss
governments. Three staff members have been dismissed for fraudulent
activities totalling $900 000.%” Another case involves allegations of
fraud totalling $80 million at the Nigerian Industrial Development
Bank (NIDB), largely funded by the World Bank. NIDB has denied the
allegations, and the case is still being investigated.’® The Bank also
reported a fraudulent scheme by individuals in West Africa claiming to
be Bank auditors in order to collect ‘processing fees’.? In 2001, a two-
month investigation into allegations of fraud in East Timor has
resulted in the cancellation of a contract totalling ‘thousands of
dollars’.?® The Bank has also cancelled a $100 million water project
loan to Ghana because of allegations of a $5 million bribe paid to
senior officials by Azurix, the US company which had been awarded
the contract. Furthermore, Ghana is to pay the Bank $800 000 in costs
for the project’s preparation.®! Recently, the Bank has launched a crim-
inal investigation into allegations of corruption against its former task
manager for the Kenya Transport Infrastructure Project, as well as
blacklisting several related consultants and consulting firms.?

In April 2001, the Bank appointed Maarten de Jong as Director of its
Department of Institutional Integrity.”®> Mr de Jong is in charge of
advising senior management in fraud investigation cases, developing
investigative strategies and procedures and contributing to policy and
programmes on corruption.”* Also in April 2001, the Oversight
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Committee was renamed the Corporate Committee on Fraud and
Corruption Policy. ‘This new group, composed of senior staff from the
Bank, IFC and MIGA, works to ensure that the World Bank Group
develops poverty-reducing, co-ordinated and effective anti-corruption
policies and implementation strategies.”®®

The Department for Institutional Integrity consolidates the
Investigations Unit with the Ethics Department. Because investigations
of fraud in projects could also involve misbehaviour on the part of
Bank staff (part of the Ethics Department’s remit), it made sense to
bring the two together.”® In addition to investigations, the new depart-
ment also works towards promoting a culture of integrity through
existing staff and participating in the training of new staff. An example
of work being done is to update the staff rules to include outside inter-
ests, trying to take into account the many cultures found within the
Bank and not just producing a legalistic approach. The Corporate
Committee on Fraud & Corruption Policy, is now an internal policy-
making body, following the Thornburgh Report’s recommendation.

The Thornburgh evaluation also flags as an area for concern the fact
that ‘there is no central authority below the President that, as a practi-
cal matter, is in a position to assure that the Bank’s efforts are consis-
tent in policy direction, focused, comprehensive, co-ordinated, and
interbalanced in a cost-effective manner’.”’ It stops short of recom-
mending a separate VP for Anti-Corruption. There is currently a VP for
Gender and a VP for Environment, for example, but there has been no
move to centralize the anti-corruption initiatives under one VP, as one
would expect, perhaps for the same reason there is also no one central
operational policy.

Despite these criticisms, this work is quite rightly placed at the top of
the Bank’s strategy. All donors have the responsibility to their taxpay-
ers and to their recipients (especially when funding is in the form of
loans) to ensure that the funds disbursed are spent as planned. Indeed,
the Bank’s Articles of Agreement demand this. The Bank’s work on
minimizing corruption in its own projects is an important step
forward. The Bank publicly accepts that its own work is not immune
from corruption and that it has an obligation to its stakeholders to
ensure that opportunities for corruption are minimized. This put the
onus on other donors to show the same commitment within their own
work. In doing so, the Bank has acknowledged the role that donors
have played in helping to foster corruption in developing countries.

For borrowers to accept any of its other anti-corruption work, the
Bank must be seen to be doing all that it can to minimize the fraud
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found within its own activities. The integrity of the entire programme
demands that contracts where fraud has been found must be cancelled,
and any staff involved must be dismissed. In addition to this, in
today’s climate, few investors would regard any business that did not
take internal fraud seriously as a sound investment. The Bank’s work to
enhance its procedures and programmes to limit the opportunities for
fraud is, for the most part, both impressive and necessary.

There are critics who argue that because of the symbiotic relation-
ship between aid and corruption, donors are not well-placed to
combat it. Cooksey claims that because aid is caught up in corrup-
tion, it ‘is not a problem that aid agencies can solve ... with more aid’
of the same kind.?8 Indeed, because aid so often is implicated in cor-
ruption scandals, more aid is exactly what the problem does not
need. He argues that the status quo is unlikely to change, regardless
of the Bank’s efforts, for several reasons: because the Bank itself has ‘a
lot to hide, including corruption’; really tackling corruption would
require a reduction in overall aid, the Bank’s raison d’étre; and it
requires admitting to failure at a time when many criticize the Bank’s
credibility, from conservative politicians in the US seeking to cut the
Bank’s funding to left-wing anti-capitalist groups protesting at the
Bank’s annual meetings.®’

In addition to the charge that aid funds themselves can be targets for
corruption, donors have been criticized for fostering adjustment poli-
cies that are open to widespread corrupt practices.!?° Two areas singled
out as ‘high risk’ are decentralization and privatization. Decentraliz-
ation is intended to bring political power and decision-making closer
to the people, but it can also create an entirely new level of bureaucrats
who may demand bribes or mismanage funds. Privatization of state-
owned enterprises has been open to all kinds of corruption, from the
undervaluing of capital goods and shares to non-transparent bidding
procedures. The Bank has accepted that these programmes have proven
problematic, but blames failures on a lack of capacity within the
countries themselves, rather than flawed adjustment programmes. In a
report on corruption in transition countries, the Bank blames the high
levels of ‘state capture’ on ‘partial political and economic reforms’.!0! Tt
is, once again, the inadequacy of the state in implementing these
programmes, rather than the programmes themselves, that is to blame
for the increased levels of corruption. Ultimately, according to the
report, ‘progress’ in reform will have a ‘powerful impact in reducing
state capture’,'°2 but it does not address the social and political costs in
the interim.



100 Corruption, Politics and Development

Despite these criticisms, it is unlikely that the Bank’s work will ever
be completely free from corruption, and the Bank itself acknowledges
this. The sums involved are too large to put off all unscrupulous types.
However, it can do what it can to strengthen its own systems of over-
sight and is doing so, focusing primarily on procurement and auditing,
as well as strengthening its investigation and reporting procedures. It is
vital that this work continues, and looks to be strengthened through
the new Department of Institutional Integrity.

Borrower accountability measures

According to the 2000 follow up report:

The Bank views corruption as a symptom of underlying institutional
dysfunction, and thus employs a proactive and holistic approach
that attempts to help clients strengthen governance and public
sector management, to improve economic policies and legal/judicial
systems, and to develop and implement specific anticorruption mea-
sures. The Bank has made strengthening borrower capacity a prior-
ity through increased lending, enhanced country-level advisory
services, and the inclusion of ‘good and clean governance’ as
one of the central pillars of the Comprehensive Development
Framework.!03

Capacity building forms the basis of the CDF and is seen by the Bank
as key to its anti-corruption assistance for borrowers. Often used inter-
changeably with the terms ‘institutional reform’ or ‘institution build-
ing’, capacity building has been defined by the Bank in both narrow
and broad terms. Narrowly, it is ‘the provision of training and materi-
als to build skills within organizations’, while broadly, it refers to
‘reforms of incentives and institutions as well as strengthening skills
and resources’.!% By helping build capacity, the Bank believes that bor-
rowers’ accountability to their internal stakeholders and also to the
Bank will increase. Indeed, many of the Bank’s own internal account-
ability measures are dependent upon increased borrower capacity.

The main actors in the Bank’s anti-corruption programme: PREM
and WBI

The two main actors within the Bank’s anti-corruption programme are
the Public Sector Group within the Poverty Reduction and Economic
Management Network (PREM) and the World Bank Institute (WBI).
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PREM can be described as a small group of staff drawn from different
areas with decision-making based on both functional and geographical
lines. Figure 4.3 is a series of organizational charts to show how func-
tions have been split. As we can see, the Council is split into regions
and also into thematic groups. Within the thematic groups, there is a
split into regions and also into further thematic groups. This is
intended to allow the greatest interaction between different areas of
expertise within an informal network.

WBI's emphasis is on research and education, and PREM’s mandate
also focuses on dissemination of information with the intent to both
educate the public and influence those who make important policy
decisions. However, PREM is also responsible for internal policy and is
the ‘central clearing house’ for anti-corruption work in the regions.!
Operational areas of focus include incorporating anti-corruption lan-
guage into the Country Assistance Strategies (CASs) and evaluative
country reports on Economic and Sector Work (ESW). There is also a
strong focus on staff training and research related to corruption. PREM
is all about ‘action’ — lobbying donors and international organizations
to increase attention paid to corruption within their own activities,
investigating claims of corruption within Bank projects, and designing
loan products which take corruption into account.

The Bank’s strategy involves building borrower capacity in five main
areas of concern (economic policy reform, administrative and civil
service reform, legal and judicial reforms, financial management and
public oversight), and work is handled by both WBI and PREM.!%¢
WBI conducts training workshops for staff and clients, while PREM
has responsibility for the anti-corruption aspect of investment and
adjustment loans and also for Institutional Development Grants
(IDGs) for anti-corruption work. Both departments devise and utilize
diagnostic tools and assist clients in building anti-corruption
programmes.

As we saw in Chapter 3, WBI!%7 used to concern itself with anti-
corruption action plan preparation and support, diagnostic surveys,
training workshops, anti-corruption courses, policy advice and techni-
cal assistance, but not coherently or with a Bank-sanctioned mandate.
However, following Wolfensohn’s speech in 1996, the Bank has
sought to ‘mainstream’ anti-corruption work, and ‘WBI has been
amongst those at the forefront of this process, which has entailed an
expansion and evolution of WBI's program.’ There is now a dedicated
division within WBI for anti-corruption and other governance issues
called the Governance, Finance and Regulatory Reform Group
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Figure 4.2 PREM organizational charts

(WBIGF). This is a loosely based organization, without a highly tiered
hierarchy. As a WBI staff member explained, ‘We have a team of dif-
ferent people who are implementing these [anti-corruption pro-
grammes] in different countries ... and we keep some kind of informal
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communication.” This informal structure reflects both the highly
varied nature of the work WBI is doing and also its emphasis on part-
nership and team-building,

WABI focuses on research and education and the improvement of
institutional capability in its borrowing members. Accordingly, ‘The
goal of the Governance Programme, in collaboration with the rest of
the World Bank Group and outside partners, is to help countries in
developing effective programmes to improve governance of their
public institutions, capacity-building and efficiency in public sector
performance and service delivery.’ It recently issued a formal strategy
statement, which ‘takes an integrated approach to capacity building,
governance, and anticorruption’,' and emphasizes:

* Going beyond public sector dysfunction (the ‘symptom’) to assist
countries in integrating institutional, regulatory and economic
reforms (the ‘fundamentals’);

¢ Implementing rigorous empirical diagnostics and analysis;

e Bringing about collective action, through participation and broad-
based bottom-up coalitions;

¢ Building partnerships within countries, the World Bank Group, and
other international or regional institutions;

* Moving beyond conventional training to knowledge dissemination,
policy advice based on the latest research and operational findings,
and participatory and consensus-building activities;

e Scaling up the impact of our activities, utilizing new tools for
knowledge dissemination, innovating and taking managed risks.1%

Diagnostic tools

In order to help countries build effective anti-corruption programmes,
the Bank has developed a series of diagnostic tools ‘to help the Bank
and client countries deepen the knowledge of governance settings and
the constraints and opportunities these settings provide for develop-
ment in general and Bank work in particular’.!? In addition, the Bank
has devised anti-corruption surveys ‘to measure the economic and
social costs of corruption, the quality of public service delivery and of
the business environment, and to identify public sector vulnerabili-
ties’.!!! The surveys, conducted by WBI with local partners and often
funded by bilateral donors, are targeted at citizens, private firms and
policy-makers and consist of (a) public officials surveys, (b) enterprise
surveys, (c) household surveys and (d) specialized surveys (for
example, customs, forestry, media). These surveys are designed to
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focus on institutions and their clients, rather than the behaviour of
individuals and to provide quantitative rather than qualitative data.!!?

These diagnostic surveys ‘constitute a key component’ of the pro-
gramme and exist to provide new data that will help countries priori-
tise areas of concern when designing anti-corruption programmes.!3 It
should be noted that the Operations Evaluations Department has
expressed concern over the usefulness of these surveys which tend to
only highlight ‘high visibility corruption’ or corruption ‘likely to be
identified by surveys’, such as corporate bribes to government minis-
ters that may not be very costly overall in comparison to less exposed
forms of corruption with a high overall cost, such as persistent tax
evasion by corporations and the wealthy elite.!!*

The Anti-Corruption Core Course

Training is represented in the main by the Anti-Corruption Core
Course, piloted in seven African countries: Benin, Ethiopia, Ghana,
Kenya, Malawi, Tanzania and Uganda. The course is intended for Bank
staff and clients, and the pilot was held in four phases between June
and November 1999. Participants included senior policy-makers, public
officials, legislators, the private sector and civil society linked to anti-
corruption. Findings of the course were presented in a workshop at the
9th TACC in Durban in October 1999 and have been published under
the title Towards Collective Action to Improve Governance and Control
Corruption in Seven African Countries.!'> WBI intends to continue the
pilot in the other regions, starting in Latin America and followed in
South Asia and Eastern Europe.

Its aims are, (1) ‘providing the participants with concrete tools to
prepare and implement action programmes to fight corruption and
improve governance’, and (2) ‘creating an environment in which
participants from different segments of society can work together to
review results of successful (and unsuccessful) practices and reforms’.
Put another way, according to Wolfensohn: ‘The purpose of this
course is how it is you can develop programmes which we can
support. Enthusiasm for the process differs, but it is a process. You
are teaching staff from the Bank here too. It is a strong interactive
process.’!¢ With even more emphasis on the Bank’s humble role,
Kaufmann describes the Bank as a ‘facilitator’, despite this not neces-
sarily being the Bank’s ‘second nature’.!!” There are six key features
of the approach taken by the course: (1) it is participatory; (2) it is
driven by the country team; (3) it is intended to create public pres-
sure; (4) the analysis translates into programme design; (5) the
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emphasis is placed on institutional reform; and finally, (6) ‘the inte-
gration among the above components, internationalization with the
country leadership, and initiation of concrete anti-corruption
reforms’. 18

The Bank provides a blank matrix as well as support and training,
but it is up to the country representatives themselves to identify key
areas of need and also to suggest solutions. Once again, the importance
of ownership by the borrowing country and the need to mobilize the
public behind the anti-corruption campaign is evident. Following on
from WBI’s research in this area, there is an emphasis on empirical
studies, institution-building and the need for co-ordination, between
the Bank and the country and also with other countries. The matrices
were completed by the end of this phase. Table 4.2 shows a summary
of matrix results.

Most of the seven participant countries prioritize different areas;
however, some patterns do emerge. Four areas in particular are high-
lighted by at least two of the countries: the importance of political
will; improving legal and judiciary systems and law enforcement;
reform of public sector institutions; and education of the public and
civil society.

WBI says that the Core Course showed that a participatory
approach ‘can successfully help countries develop strategies to fight
corruption’.!'® However, the final phase of the course is where the
success or failure of the approach should be judged. Here, WBI uses
the results of the Core Course to help participant countries develop
comprehensive anti-corruption programmes. This strategy involves
two parallel activities. First, WBI creates a counsel or steering com-
mittee to start developing an anti-corruption plan, a process already
completed in Ghana (see Box 4.1). At the same time, WBI hires a
local firm to implement its diagnostic surveys of households, public
officials and enterprises.!?° According to a WBI staff member, ‘The
idea is to feed these diagnostics into the counsel [or steering com-
mittee] and help ... support institutional reform ... we use this
[survey] data to generate more debate and to support different insti-
tutional reforms we think are important ... [while] making this
whole process as participatory as possible.” In order to keep the
momentum going after the surveys have been conducted and the
results have been made public during a WBI-organized workshop
within the country, WBI tries to get the support of the media and
civil society, the involvement of the regional or country unit of the
Bank and permission from the government to implement any
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Box 4.1 The Ghana Anti-Corruption Coalition

The Ghana Anti-Corruption Coalition was formed in January 2000
following the Core Course, and its members include the
Commission for Human Rights and Administrative Justice, the
Serious Fraud Office, the National Institutional Reform Programme,
the Institute of Economic Affairs, the Centre for Democracy and
Development (CDD), the Ghana Journalists Association, the Private
Enterprise Foundation, and the Ghana Integrity Initiative — the
local chapter of TI.'?! The Coalition is designed to create ‘a forum
for interaction between the three arms of government; public and
private sector institutions; and civil society groups working in the
area of anti-corruption’.!?? The work done by the Coalition includes:

e Fostering co-operation between international organizations and
donor agencies in their anti-corruption efforts;

e Encouraging the exchange of information and joint ownership
of programmes to best utilize existing resources;

e Helping create transparency in government, public and private
enterprise and civil society;

e Helping organize seminars, surveys, and so on;

e Helping strengthen its members and any other anti-corruption
bodies.!??

reforms. This kind of work has already been done in Albania,
Georgia, Latvia, Ecuador and Paraguay, and is currently being done
in Thailand, Cambodia, Nigeria, Ghana, Ethiopia, Burkina Faso,
Bosnia and Romania.

WBI repeatedly refers to the Core Course as an example of true
country ownership. According to a WBI staff member:

The idea was to work with them to develop a strategy for their own
country, so you have different matrices and introduction to the
matrices, which the country themselves came out with. The main
problem areas and what different groups, civil society and govern-
ment, could do to solve this problem. And this was particularly
interesting because in the country teams, you’ve got people from
government and people from civil society working together, for in
many countries the first time. The countries were teaching them-
selves, telling each other what they were doing. So the idea was, you
know, they were comparing on strategies and you've got a little bit
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of competition ... and they can learn from one another, instead of
just coming from the Bank and saying ‘This is what you've got to
do.’

Despite this, true ‘ownership’ of this process by the countries them-
selves is questionable. Firstly, those attending the Course may or may
not include high-level government ministers, and heads of state may
have nothing to do with it at all. This means that team members
must go back to their countries, matrix in hand, and encourage the
necessary political will needed to tackle many of the highlighted
problems. Secondly, the Bank has designed the Course, and it is
obvious from the matrix results that countries do not deviate from a
Bank-selected agenda. Areas highlighted include political will, rule of
law, the judiciary, the public sector, mass education, corruption
surveys, ethics training, procurement, civil society, financial manage-
ment, customs, taxation and the media. These areas all fit into the
Bank’s strategy. Using Bank matrices, Bank research, Bank training,
Bank facilities, Bank diagnostics and Bank funding, it seems unlikely
that countries would develop programmes that did not correspond
exactly with the Bank’s own programme. Achieving ‘true’ country
ownership may be a little more difficult than the Bank imagines and
highlights the conflict between the Bank’s role as knowledge provider
and lender.

The Country Assistance Strategy (CAS)

The ‘key thrust’ of the Bank’s mainstreaming activities is the inclusion
of governance and corruption issues in the Country Assistance Strategy
(CAS).12* The CAS ‘(a) describes the Bank Group’s strategy based on an
assessment of priorities in the country, and (b) indicates the level and
composition of assistance to be provided based on the strategy and the
country’s portfolio performance’.!?5 It is discussed with the recipient
government but not negotiated. The Bank’s Anti-Corruption Action
Plan for FY99 required that all CASs took governance and corruption
explicitly into account,'?® while the FY0O Action Plan places continu-
ing emphasis on this ongoing project.'?” A study of thirty-seven CASs
completed from January 1998 to June 1999 show that 78 per cent
mention governance and corruption while two-thirds attempt to main-
stream the issue.!?® The Bank insists there is still plenty of room for
improvement. ‘[Tlhe CAS should outline the country’s agenda for
improving governance and combating corruption and should include a
monitorable programme to assess progress.’'?? As part of the Bank’s
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new information disclosure policy,'*® the Executive Directors approved
a new policy in June 1998 requiring CASs to become available to the
public, as long as the government concerned gives permission. It is
unlikely that a government will deny such permission as it sends out a
strong signal that it is trying to hide something. Thus far, no country
has refused permission to publish its CAS.

The role of the regions

The regions have an active role to play beyond the CAS process, and
all regional VPs have incorporated the Bank’s four-pronged plan into
their own regional plans. For example, the East Asia and Pacific
(EAP) region has established an Anti-corruption Advisory Group,
consisting of two former heads of government from East Asia and
figures from TI, the private sector and academia. The Group advises
the Bank on practical matters and provides a forum for debate with
the Country Directors and other Bank staff in the region.!3® The
most recent meeting in February 2000 in Bangkok focused primarily
on the private sector’s role in combating corruption.'®” In the South
Asia region (SAR), a January 2000 country report entitled ‘India:
Policies to Reduce Poverty and Accelerate Sustainable Development’
includes an entire chapter on good governance, focusing on the rule
of law, public sector reform, financial management, decentralization,
accountability and anti-corruption work.'3® The ECA region focuses
on similar issues, within the context of transition, in a sector brief
entitled ‘Poverty Reduction and Economic Management in Europe
and Central Asia’.’®® The MNA region provides a sector brief
specifically on public sector management.'#® The LAC region has by
far the most advanced work within the Bank on public sector
reform, with anti-corruption work firmly under the auspices of the
Public Sector Group.'*! This Group has produced several influential
documents, including Beyond the Washington Consensus: Institutions
Matter.'#2

The AFR region’s website provides a brief regional overview that
mentions the anti-corruption work being done by WBI in the
region;'** however, unlike the other regions, there is nothing else on
the website to suggest that anti-corruption has been ‘mainstreamed’
by the region or that it considers governance work a priority. This is
particularly interesting when one considers that governance and
anti-corruption work in the Bank originated in the AFR region and
that a lot of attention has been paid to the region by WBI and
PREM. A senior staff member in the AFR region explained that this
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Box 4.2 Ghana’s CAS

Ghana's CAS was completed in June 2000 and is available to the
public. Concerns over corruption and governance are candidly dis-
cussed, and the Bank provides several recommendations for dealing
with it. According to the CAS, ‘It is encouraging to note the impor-
tance that the Government attaches to governance issues, especially
anti-corruption and decentralization. Yet the pace of decentraliza-
tion has been slow, and the Government is perhaps over-cautious in
the speed at which it wishes to move. This will continue to be a
primary dialogue issue, but also calls for a major effort in capacity
building. It is weak capacity, especially in financial management,
that is the Government’s greatest fear in decentralization.’!®! The
report also questions the government’s commitment to ‘speedy and
transparent’ privatization and points out that the public sector is
still bloated and inefficient with previous reforms unsustained.'3?
Finally, problems in procurement are highlighted. ‘There is a need
for simple and transparent systems, including in public procure-
ment. Excessive bureaucracy creates opportunities for corruption
and identified corrupt officials are often not sanctioned ... there is
mistrust between Government and civil society. The flow of infor-
mation is inadequate and there are few established mechanisms to
promote a partnership between Government and civil society.’!33
The report concludes that the government lacks the necessary polit-
ical will at the top to disengage from the public sector where appro-
priate, leaving it over-extended and unable to best provide the
public services for which it should be responsible. However, the
Bank points to the quality of leadership within Parliament, believ-
ing that Parliament will play its necessary role in encouraging the
executive to stand by reform.!** Upcoming projects to help address
these problems and support anti-corruption efforts include helping
build procurement capacity, carrying out a survey on corruption
(WBI), identifying areas for improvement in financial management
through a new CFAA, and, of course, taking ‘a strong stand if cor-
ruption is identified in our projects’.!3

stems from the belief that corruption is merely an outcome of
systemic failures in institutions. Hence, you need to go beneath coz-
ruption to ‘find a new layer’. Focusing on corruption is not seen as
useful because it ignores the deeper issues at work. In the AFR
region, therefore, the emphasis is on ‘capacity building’, with two
major thrusts: (1) institutional work on accountability, to ensure
that money is spent on what it should be, and (2) getting money
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closer to citizens, through increased participation and community
empowerment.'* This fits perfectly with the CDF approach but does
deviate from the way the other regions present their anti-corruption
work.

Country assistance programmes

Prior to 1997, the Bank had never attempted to design anti-corruption
programmes and had rarely addressed the issue even in an indirect
manner within its economic and sector work. As the Bank itself has
admitted, ‘While the Bank has helped countries reform economic poli-
cies and strengthen public institutions for many years, its involvement
in explicit anticorruption strategies is novel.”!*S This is the most con-
troversial of all the Bank’s anti-corruption work, both because of its
experimental nature and with regard to its non-political mandate. It is
with that in mind that the Bank insists it only works with those coun-
tries which have asked the Bank for its advice and assistance with
national anti-corruption efforts.!#® It describes its work as ‘demand
driven’, and points out a number of caveats for its response to client
requests for assistance:

e We emphasize a demand-driven approach to ensure there is a strong
commitment from the top leaders in the country to a transparent,
open, and participatory reform process.

e We request the formation of a ‘steering committee’ including the
top leadership as well as representatives from civil society and the
private sector. This top-level committee is charged with designing a
strategy and an action programme, as well as monitoring their
implementation through ‘task forces’ or ‘technical committees’.

e To ensure there is a good understanding of the fundamental gover-
nance and anti-corruption problems, we generally propose conduct-
ing empirical diagnostic work as an entry point. Our triangulated
survey of households, public officials and business enterprises, and a
rigorous analysis of the data gathered, helps us to suggest programs
that will begin to address the governance problems in the country.

e We discourage ‘one-off’ activities, emphasizing a long-term commit-
ment to an integrated programme that addresses not only anti-
corruption, but an overall governance programme as well.!4

This approach is designed to protect the Bank from criticism that it is
interfering in recipient countries’ political affairs, and attempts to sim-
plify the process of measuring political commitment.
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Early anti-corruption assistance was focused on the Europe and
Central Asia (ECA) region (Albania, Georgia, Latvia) and Africa (AFR)
region (Benin, Ethiopia, Malawi, Mali, Tanzania, Uganda). Now the
Bank is doing work of some kind in all regions. As of the 2000 follow-
up report, the countries in which the Bank was doing anti-corruption
work can be seen in Table 4.3.

However, the Bank makes it clear that:

It is important to note that this is not a list of countries that the
Bank has singled out in which to investigate corruption, and that
the occurrence of a country on the list is in no way indicative of the
presence or absence of corruption in that country. Rather, this is a
list of countries in which the Bank is working with governments
and/or civil society, at their invitation, to help understand and sys-
tematically address problems of public sector performance and cor-
ruption. This work is conducted sometimes under the more general
umbrella of public sector institutional reform. Our work with client
countries is continually expanding, and this list is thus not meant
to be exhaustive.!*8

According to the 1997 report: ‘The main thrust of the Bank’s support

for countries’ anti-corruption efforts will be in helping to design and
implement government programs.’!*’ Lending for public sector gover-

Table 4.3 Countries working with the Bank on anti-corruption issues

Albania Ecuador Mozambique
Argentina Ethiopia Nicaragua
Armenia Georgia Nigeria
Azerbaijan Ghana Paraguay
Balkans Stability Pact Guatemala Philippines
Bangladesh Guinea Poland
Benin India (some states) Romania
Bolivia Indonesia Russia
Bosnia Kazakhstan Slovakia
Bulgaria Kenya Sri Lanka
Burkina Faso Korea Tanzania
Cambodia Latvia Thailand
Cameroon Malawi Uganda
Chad Mali Vietnam
China Moldova Yemen
Colombia Morocco Zambia

Source: World Bank (2000), Helping Countries Combat Corruption, p. 29.



114 Corruption, Politics and Development

nance and institutional reform, for both adjustment and investment
lending, rose from $4 billion to $7.5 billion from 1997-9. Lending for
Technical Assistance (TA) during this time averaged $2 billion to
$2.5 billion per year.!%°

Part of this funding is for traditional tools to combat corruption,
such as anti-corruption agencies. However, these bodies are seen just
one part of the overall strategy. ‘Anticorruption bodies appear to be a
promising option if they can be made truly independent of the execu-
tive and if there is a strong and independent judiciary. However, we
need to better understand the experiences of these bodies — where they
have been effective and where they have failed — before recommending
them to governments.’!5! It does not believe that special anti-
corruption bodies are generally appropriate in developing countries,
despite success in Hong Kong and Australia, for example. Instead, the
Bank’s work focuses on institution and capacity building. A small
sample of Bank funded projects are found in Box 4.3.

As we can see, this is a diverse set of projects, encompassing many dif-
ferent anti-corruption strategies. This fits into the CDF approach put
forward by Wolfensohn. As more details emerge, there will be a great deal
of scope for future evaluation for researchers, but at this point, I would
like to offer suggestions for potential areas of concern for the Bank.

The elusive nature of political will

Throughout its literature on corruption, the Bank refers to the need
for political will. ‘External actors like the World Bank can help
[tackle corruption], but aid conditionality cannot substitute if politi-
cal will is missing.’!®® According to Brinkerhoff and Kulibaba,
‘Political will refers to the intent of societal actors to attack the man-
ifestations and causes of corruption in an effort to reduce or elimi-
nate them. It is defined as: the commitment of actors to undertake
actions to achieve a set of objectives - in this case, anti-corruption
policies and programs — and to sustain the costs of those actions
over time.’!>* The Bank suggests that will is measureable by, first,
‘identifying key decision-makers, their constituencies, and the
potential political and financial costs to them of reducing corrup-
tion’, and second, focusing ‘on events — such as statements of oppo-
sition to corruption or the removal of corrupt ministers — that might
signal a commitment to fighting corruption’.!s

However, PREM may be moving away from emphasizing the
significance of political commitment because it is finding it impossible
to measure. Speeches from politicians committing support do not nec-
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Box 4.3 Examples of projects funded or assisted by the World
Bank!s2

e Support in Guatemala to build institutional capacity in its
judiciary

e Integrated Financial Management Project to improve trans-
parency and accountability in financial flows, Guatemala

e Civil Service Reform Project for retrenchment and increasing
public participation, Tanzania

e Development of a legal framework for competitive bidding in
public infrastructure projects, Indonesia

e Helping Thailand build performance-based government
institutions

e Decentralization in Guinea to strengthen voice and participation

e Development of the Ombudsman’s office in Peru

e Reinforcement of Anti-corruption Bureau, Malawi

e Support for anti-corruption legislation, Mauritius

e Support for draft legislation for an Independent Commission
Against Corruption, Papua New Guinea

e Establishment of the Korean Financial Accounting Standards
Board

e Technical assistance for regulatory reform, Latvia

e Assisting the Oficina Nacional de Etica Publica to organize an
anti-corruption conference, Argentina

e Technical Assistance for the preparation of the Anti-corruption
Action Plan, Ecuador

essarily translate into concrete action, so instead PREM is turning to
supporting reform from the bottom up by encouraging civil society
and the media,!s® in particular, to demand that leadership commits to
fighting corruption. Because it is prevented from lending directly to
civil society organizations by its Articles, it will lend instead to locali-
ties and local governments, but it can put pressure on governments to
strengthen civil society, and can provide small grants directly to civil
society groups.!s” This may suggest a differing approach to political will
taken by PREM and WBI, with WBI insisting that political will at the
top is essential to its strategy.!®

In 1997, McNamara and Jeremy Pope of TI travelled to Africa to meet
with the presidents or prime ministers of Malawi, Benin, Tanzania,
Uganda, Ethiopia and Mali, who had requested the Global Coalition
for Africa’s (GCA) assistance with anti-corruption work. Before leaving,
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McNamara discussed the matter with Wolfensohn, who offered his full
support to the initiative.!> These countries, along with Ghana, became
the first countries to request support from the Bank for their anti-
corruption programmes.

However, it is debatable the degree to which the first countries ‘vol-
unteered’. According to a number of news reports, '’ it would appear
that McNamara convinced the leaders in these countries to send letters
to Wolfensohn requesting anti-corruption assistance. According to
GCA, McNamara ‘visited a number of African countries to encourage
them to strengthen their anti-corruption efforts’ and ‘suggested that
they seek the assistance of the World Bank to help them address cor-
ruption’.’®! However, speaking in press conferences in Tanzania, he
warned that the World Bank ‘may not release funds’ if corruption was
not tackled.!®? Because of the importance the Bank places on its anti-
corruption work being ‘demand-driven’, it is vital that countries are
not seen to have been coerced to sign up to the programme.!%® It also
highlights the ongoing dilemma of trying to secure political will for
corruption reform.

Civil society: a problematic partnership?

Civil society is itself a highly contested concept, and this is not the
place to discuss in detail the burgeoning discourse. However, it is
important to identify some key concerns regarding the World Bank’s
work in this area. The Bank has used the term extensively in its litera-
ture on good governance since the 1989 LTPS report, but has only
recently offered a definition: ‘Civil society consists of the groups and
organizations, both formal and informal, which act independently of
the state and market to promote diverse interests in society.’!%* Civil
society, for the Bank, is seen as a tool which can be used to empower
ordinary people to take control of their own development, to hold the
state accountable to its citizens and to provide for those services that
the state is unable or unwilling to provide.

According to Nagle and Mahr in their study on post-communist
Europe, ‘The term [civil society] is often used loosely by Western polit-
ical pundits to describe the new democracies, with little critical analy-
sis regarding whether civil society has been achieved and which
elements might be lacking.’!®5 Kasfir concurs, arguing that, ‘This
concept of civil society has been shaped to serve the goal of better
governance, particularly democratic reform, rather than a deeper
understanding of the relationship between social formations, the
associations that represent them and the state.’!%¢ He further contends
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that donors and like-minded academics often systematically exclude
from their arguments those segments of civil society that damage their
hypotheses - those based on ethnicity or criminal gangs, for example,
or those elements that might fight against democratization efforts.

Abrahamsen discusses the placement of civil society within the dis-
course of good governance, focusing predominantly on the World
Bank’s contribution. As she explains, ‘In the good governance dis-
course, civil society emerges as the key link between economic liberali-
sation and democratisation ... [it] is regarded as a “countervailing
power” to the state, a way of curbing authoritarian practices and cor-
ruption, hence the concern for strengthening or nurturing civil
society.’!%” She argues that the Bank’s notion of civil society is a
‘romanticised’ one, in which ‘there are no classes, no races, no genders,
ethnic groups or oppressors’, and is not only unlikely to bring about
the Bank’s desired changes but could exacerbate existing political and
economic problems. 168

Abrahamsen sees the Bank’s view of civil society as ‘romanticised’, as
opposed to merely simplistic or naive, because it uses particular
language - ‘empowerment’, ‘self-help’, ‘participation’, ‘partnership’,
‘community’, ‘voice’ — to create a powerful image of the poor taking
control of their own destiny and development away from a neglectful,
perhaps even abusive, and often over-burdened state. Recalling
‘[e]choes of Gandhi at his spinning wheel’, Francis calls this ‘the man-
ufacture of a collective dream of participation and community, behind
the screen of which the levers of business remain quite intact’.!¢’
Indeed, Abrahamsen argues, this discourse is merely a smokescreen for
the Bank’s introduction of ‘cost recovery’ schemes into adjustment
programmes, where the poor are encouraged to ‘help themselves’ by
paying for basic health care, education and other public services.!7° It
does not enter into the Bank’s argument that the poor, once ‘empow-
ered’, may demand an increase in state-provided services. Indeed, just
the opposite is true: ‘Within the good governance discourse, then,
empowerment is deprived of its radical, political implications, and
becomes instead a highly instrumental term; the objective is to “capi-
talize on the energies and resources of the local people”, who should
pull their weight and thereby make development projects more cost-
efficient.’!”!

While some scholars elaborate upon the problems with the Bank’s
definition and understanding of civil society and others of the ideology
behind its inclusion in the Bank’s discourse, others critically examine the
way it is being funded. Ottaway and Carothers speak of the problems in
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funding civil society, done predominantly through the many NGOs that
have cropped up in the past decade. Firstly, some of the NGOs seem to
have been created to correspond with donor funding priorities, and sec-
ondly, NGOs have become ‘attractive employment opportunities ... for
members of educated elites displaced by political change as well as by
economic crisis and restructuring’.’2 NGOs can also be state creations or
dependencies, reflecting the flexibility of recipients in adapting donor
trends to their own needs. As a result, these organizations may not be
the vehicle for political change or the buttress against corruption that
the donors desire.!”® The scope for corruption may actually be increased
simply by the willingness of donors to fund anti-corruption projects,
with new opportunities for consultants, civil servants, training agencies,
NGOs and others to claim a unique role in the fight against corrup-
tion.!”* Cooksey speaks of the problematic nature of TI's anti-corruption
work, because ‘TI chapters rely on donors for their core funding and
other activities, and are therefore unlikely to want to bite the hand that
feeds them.’!”5 This calls into question TI's ability to pursue avenues that
might offend the donor community or contradict other donor priorities,
such as work with trade unions.

The main concern here for this book is not to argue that civil society
does not have an important role in checking the power of the state.
Instead, my intention is to highlight some of the fundamental
methodological weaknesses with the Bank’s approach to fighting cor-
ruption through civil society. Not only is this work extremely complex,
it is also politically controversial. Funding NGOs and other civil society
groups to ‘empower’ citizens to hold the government to account raises
questions of sovereignty and the Bank’s non-political mandate.!”® TI is
the most often-cited civil society group with which the Bank works on
corruption, but other groups that the Bank now supports would have
been considered off-limits for Bank funding in the recent past, being
specifically linked to democratization initiatives.!””

The Bank has also faced criticism regarding its own rather poor
relationship with civil society. It is encouraging its borrowers to
include the participation of civil society despite its own lack of
mechanisms to capture voice. In some instances where civil society
has protested against Bank activities, it has been unresponsive. One
famous example is the Chad-Cameroon pipeline, approved despite
strong opposition from civil society groups, who expressed concerns
that the project would have high environmental costs and that it
would increase corruption.!’® Indeed, according to a recent report,
‘Embarrassed World Bank officials have already admitted that the
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notoriously corrupt Chad government has spent the first £10m of
grant money it received from the consortium on arms for its security
forces rather than on the educational and development projects for
which the money was intended.’!”” The Bank could have practised
what it preached here, using civil society to help in the fight against
corruption, but chose not to in order to push through an unpopular
project.

In addition, the Bank has yet to explain what it will do if civil society
is strengthened and then turns against the Bank itself. The many thou-
sands of people from around the world who have protested outside the
World Bank/IMF annual meetings are civil society and they are
unhappy. This raises the question of whether or not the Bank will
commit itself to supporting civil society in the long term if it ends up
undermining its own work.

Conclusion

There is an ongoing study on the effectiveness of WBI'’s anti-corruption
work, being conducted by Carolien Klein Haarhuis, a PhD candidate at
the University of Utrecht. She has published some preliminary findings
with her supervisor, Professor Frans Leeuw. Reactions to these are
mixed at best. The researchers find that the underlying ‘policy theory’
of WBI's work is strong, especially in the role of civil society and social
capital as tools to fight corruption (although the evaluators do believe
that it is perhaps overly dependent upon empirical studies). However,
they do find three main flaws that lead them to question the pro-
gramme's potential to achieve its goals:

e Participation in the Core Course or workshop does not mean that
those involved will implement this when they return to their home
countries. This returns us to ... questions regarding political will.

e The evaluators question how the diagnostic tools, such as work-
shops and surveys, can be effectively disseminated to the public, in
order to raise awareness of corruption, in developing countries with
inadequate communication infrastructure.

e Finally, there is no reason to believe that knowledge equals action,
that the information gathered by the diagnostic tools will necessar-
ily lead to action.!®°

This study has been funded by the World Bank, and it will be interest-
ing to see how it responds to these criticisms.
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The Bank’s anti-corruption strategy is so ambitious and complex that
it is impossible to describe in one or two words. It is both highly tech-
nical and highly theoretical. It is involved at both the macro- and the
microlevels. It attempts to engage high-level government support
while potentially undermining these same governments with its work
at the grassroots level. It works extensively with international partners
but is incredibly insular in its research base. It involves management,
the regions and sectors, basically the entire Bank structure, but has no
central authority to ensure there is co-ordination or continuity. It
decries politics while conducting work that is overtly political. The
complexity of the Bank’s programme, combined with its lack of true
direction, raises questions of its sustainability over the long term which
the Bank itself admits is needed to judge its success or failure.

Finch suggests that the Bank will become overstretched as it moves
‘out of areas in which supervision is easiest into social policy areas
with oversight needs that have overstrained their personnel’.!8!
Recently reported dissent within Bank ranks brings many of these
issues to the front of the discourse on the ongoing role of the Bank.
A leaked memo from the Middle East and North Africa (MNA) region
describes Wolfensohn as ‘isolated from reality’ and intolerant of
dissent, and also blames low morale within the Bank on inadequate
resources.!82 The memo is quoted as saying, ‘The Bank today has no
focus and is driven by an ever growing list of mandates imposed on
it through a variety of means ... President’s favourite subjects
[including the CDF with its good governance components] ... Board
sentiments as discerned from time to time, public pressures, ideas
generated by internal constituencies, and even fads. These are all
cumulative with nothing ever taken off.’!8 The Observer reports that,
‘The cause of dissent within the bank seems to be that it is over-
stretching itself, delving deep into areas of what is known as social
development.’!8

As far back, in relative terms, as 1997, Caufield wrote:

In recent years, the Bank has adopted - if only superficially —
virtually every suggestion its supporters and critics have offered,
with one exception. The exception is Ryrie’s'®> advice that the Bank
practice ‘self-restraint’. It is now committed — at least on paper - to
helping the private sector, women, and the poor; to working with
non-governmental organizations and the people directly affected by
its projects; to increasing its lending for education, health, nutri-
tion, and micro-enterprises; to protecting or improving the environ-
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ment; to reducing military expenditures and corruption; to promot-
ing openness in government, the rule of law, and equitable income
distribution — and to doing it all ‘sustainably’.!8¢

OED’s evaluation framework refers to the need for ‘prioritization’ with
anti-corruption work, but never questions the overall strategy which
has the Bank with many fingers in many pies.'” According to TI, in
order to improve its anti-corruption work, the Bank must ‘[a]ccept that
other organizations, including civil society, have comparative advan-
tages in advocacy work and in rebuilding corrupted institutions;
actively share the anti-corruption work with these other organizations
in line with their particular experience and expertise’.!8® One might
argue that TI, as the only NGO working exclusively on corruption, has
a great deal to benefit from the Bank spinning off its anti-corruption
work; however, there is something to be said for the Bank shedding
some of its workload in this field to ease pressure being placed on
resources, staff and borrowers. The following chapter will look at the
anti-corruption work already being done by other major donors and
explore the opportunities for divestiture that the Bank has.



S

The Significance of Comparative
Advantage in Donor Work on
Corruption

Johannes Linn, the Bank’s VP for the ECA region, recently posed four
questions regarding the risk of overload for the Bank due to its work on
governance:

e First, by trying to address the roots of poor governance, the Bank
may overload the reform agenda and overstretch both its own
limited capacities and those of its counterparts.

e Second, even the most committed reformers might shy away from
undertaking a huge mass of comprehensive and simultaneous
reforms, including fiscal relations, civil service, pensions, education
and health, banking sector, regulatory institutions and so on.

e Third, overloading the reform agenda can undermine the credibility
of genuinely reform-minded governments. Can they be blamed for
the slow progress of institutional development that took decades to
achieve in other countries?

e Fourth, can the Bank really transfer the highest standards of knowl-
edge in so many areas, simultaneously in many countries?!

He recommends greater selectivity, more flexibility in defining condi-
tionality and dividing work among bilateral partners based on compar-
ative advantage. In addition to work being done in partnership with
the World Bank, several donors are involved in anti-corruption work of
their own. Given the scope and aim of this book, it is neither possible,
nor necessary, to study other donors in the same depth as I have done
for the World Bank. However, I will provide an overview of major
donors’ programmes, highlighting the area identified by that organiza-
tion as its area of ‘comparative advantage’ and evaluate these claims.
Taking this into account, the next section offers evaluation of the

122
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Bank’s claims of comparative advantage and offers suggestions for the
future direction of its anti-corruption programme.

Comparative advantage

The notion of comparative advantage, derived from trade theory, is
used in the discourse of many areas - the role of the private and public
sectors, universities, NGOs and so on. It is of virtually limitless applica-
tion. It is thus natural that the term has found its way comfortably
into the discourse of aid. Donors have to justify their existence to scep-
tical publics by proving that their aid budget is being spent effectively.
One way to do this would be for donors to co-ordinate resources based
on geographical and/or sectoral lines (for example, USAID agrees to
fund Uganda while DfID funds Ghana, or USAID funds healthcare
while DfID funds primary education). However desireable, this is very
unlikely. Recipients of aid do not want to rely on one donor, because
of the power that could yield to the donor in terms of conditionality
and leverage.? Also, decisions to fund certain countries or certain
sectors may not make economic sense for the donor. The decision
could be based on strategic interests, prestige of the donor, current
fashion, domestic concerns and so on. Because of this desire to be
involved in many areas, donors claim either multiple or very broad
areas of comparative advantage, both as an agency and within individ-
ual sectors or countries. This gives the impression of concern with aid
effectiveness without real commitment to change.

Despite the attention given to the notion of comparative advantage
by donors, there has been little research done on it. There are many
studies on aid effectiveness and the need for donor co-ordination, but
only one study, published in 1996 by Michael Dewald and Rolf Weder,
is devoted to the concept of comparative advantage. Their paper con-
cludes that comparative advantage would help bilateral aid become
more efficient. With scarce resources available for aid and the constant
threat in donor countries of further public spending cuts, the authors
argue that ‘any proposal that either helps to increase the impact of
existing foreign aid flows, or to reduce spending while not affecting the
intended results for the recipients of aid, should be welcomed’.?

Dewald and Weder found that Switzerland spent a relatively higher
percentage on agricultural support compared to other donors.
Switzerland itself has a highly protected agricultural sector, which
hardly prepares it to offer advice to developing countries on establish-
ing an internationally competitive agricultural sector. This leads the
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authors to doubt the efficacy of Swiss spending on agricultural projects.
Instead, they find that the Swiss are renowned for their banking indus-
try.* Because a country’s financial sector is vital to the health of its
economy and necessary for economic development,’ the authors argue
that its real comparative advantage lies in assisting recipients’ financial
sectors, and leaving agricultural projects to other donors.°

Donors often develop what has been called ‘flavour-of-the-month’
syndrome’ or ‘aid fashion: a type of “herd behaviour” ... as the swings
of intellectual analysis bring one or another type of investment to the
fore as desirable’.® For a number of reasons - the needs of the home
market, media pressure, academic findings, political events and so on —
donors often want to fund the same things, both at the country and
the sectoral level, at the same time. Recent examples include small-
scale credit, support for NGOs, and of course, democratization efforts
and anti-corruption work. This can lead to the problem of ‘over-
funding’, which can ‘encourage corruption in part by providing more
aid than governments can effectively absorb’,” while also encouraging
recipients to play donors off against each other to receive the
maximum financing and evade or minimize conditionalities.

Dewald and Weder note that their research found that ‘there were at
least six and at most 12 donor countries engaged in each recipient
country, in 1992. With respect to an individual sector, there were
between two and six donor countries active in each of the nine listed
aid sectors of an individual recipient country. Thus, both observations
indicate that there exists a diversified relationship between recipient
and donor countries with highly overlapping aid flows.’!® Mosley refers
to an often-cited example in Upper Volta (now Burkino Faso), where
350 separate aid missions arrived in 1983, each lasting an average of
two to three weeks and often requiring the assistance of over thirty of
the administration’s top staff. This led to a significant breakdown in
government functioning.!' He calls this ‘administrative overload’
caused by multi-donor competition for projects in recipient
countries.!?

Cassen refers to ‘““project proliferation”: aid projects are planted here
and there in an almost haphazard way and in excessive numbers, with
a variety of untoward consequences’.!® Indeed, ‘In several countries the
donors not only fail to co-ordinate, but actually compete. They are all
looking for projects of a reasonable size and manageability, and go
sometimes to unseemly lengths to secure them for their own aid pro-
gramme rather than let them go to another agency. The aid projects
themselves then compete for scarce resources in the recipient

u
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country’.!* Linn argues that ‘it is important that each institution focus
on its comparative strength. If each institution tries to tackle the same
problems undermining good governance, the risks of overloading the
agenda and overstretching capacities increases substantially.’!s

NORAD recognizes the possibility of this occurring in anti-corrup-
tion work, arguing that donors could begin ‘over-bidding each other in
their eagerness to support the “good cause”’.!¢ It recommends cost-
sharing and appointing a ‘lead donor’ as possible measures to avoid
this. The World Bank would make an obvious choice as a lead donor in
anti-corruption work, but its non-political mandate proves problem-
atic. For all donors except the Bank, anti-corruption work fits into an
overall programme of democratization. As we have seen, the Bank
admits the need for democratization work, in the form of support for
elections and political parties, to effectively combat corruption, but it
is not currently able to conduct this work itself. There is an obvious
opening for work to be done by the other donors. Because of this,
some donors claim to have a comparative advantage in the political
side of anti-corruption work because of their ability to work unhin-
dered in the political sphere.

This is not really an example of comparative advantage. If it was,
then other donors would focus the bulk of their anti-corruption work
around election monitoring, assisting political parties and other explic-
itly political work and would leave the rest for the World Bank.
Instead, other donors do very similar work to that already being done
by the Bank, but on a smaller scale. There is thus a great danger of
‘over-funding’ and unnecessary and unproductive duplication.

The need to ‘spin-off’ parts of the World Bank’s
anti-corruption programme

Because of the complexity of structural adjustment, and also because of
its controversy, aid co-ordination has become an important priority for
donors. In order to facilitate this co-ordination, donors formed a
number of country Consultative Groups (CGs), used to try to co-ordi-
nate foreign aid programmes within individual countries, with the
World Bank taking a leading role through its position as chair. At CG
meetings, issues arise that clearly violate the Bank’s political mandate,
but the Bank claims that it is merely advising the borrower of bilateral
donor concerns.!” Table 5.1 shows governance-related items discussed
at forty-five CG meetings from October 1990 to January 1993.
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Table 5.1 Governance content of consultative group meetings, 10/90-1/93

Topic Number of countries where this was
discussed
Military expenditure 12
Transparency 13
Human rights & democratization 18
Accountability 21
Legal framework for development 22
Public sector management 28

Source: World Bank (1994), Governance: the World Bank’s Experience (Washington DC:
World Bank), p. 43.

Critics claim that the CG meetings provide the Bank with a ‘smoke-
screen’ for its own political agenda, because it can often hide behind
the bilateral donors. Gibbon exclaims, ‘In other words, although it can
have nothing to do with political conditionality, or its co-ordination,
the World Bank will nonetheless chair Consultative Group meetings
where it is discussed, tell recipients what decisions about it have been
reached and link the continuation of its own aid to donors’ political
concerns!’'® A recent high-profile example of this is that of Kenya.
After the CG meeting in 1991, the World Bank joined a group of aid
donors in suspending aid to Kenya. While bilateral donors called out
for Kenya to introduce multiparty elections, the World Bank explained
that its suspension of funds was related only in that ‘the Bank’s assis-
tance would not be able to fill the resulting financial gaps’.!® Similar
arguments were made when lending to Nigeria was suspended follow-
ing the execution of activist Ken Saro-Wiwa,?° and when the Bank can-
celled loans following the overthrow of the emperor in Ethiopia.?! The
Bank also suspended lending to Benin in 1989, calling for popular
consent for reform and suggesting the use of national conferences as a
tool for ensuring this popular participation.??

However, one outcome of CGs has been a discernible subordination
of the bilateral donors to the multilaterals, at both dialogue and policy
level. According to Gibbon:

Bilaterals were disadvantaged from forming independent judge-
ments on the issues being discussed, since the great majority of
them had no independent sources of economic information or
means of interpreting them. Nor was there any international forum
where proposals could be made for revising IMF or World Bank
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recommendations, even if the will existed to do so. The new regime
thus involved a decisive (if willing) subordination of the bilaterals
[to the multilaterals], especially evident in the so-called ‘like-minded
countries’ — the Scandinavians, Canada and Holland.??

This control over resources and modes of output has impacted the bilater-
als ability to direct the discourse on good governance and on corruption.

As Uvin points out, ‘Interestingly, the bilateral donors at present
often refer to the World Bank’s statements on good governance, but
this is probably more a case of hiding in the skirts of an international
institution than a demonstration of the impact, or quality, of the
Bank’s ideas.”?* It is the same with corruption. All donors use the
Bank’s limited and non-political definition of corruption - ‘the abuse
of public office for private gain’?® — without expanding upon it or
adapting it to their own needs. Bilaterals often refer to research con-
ducted by the Bank on corruption, rarely adding to it themselves or
referring to work produced by others. The political dimension of cor-
ruption, as the Bank calls it, is not incorporated into the definition by
donors but is added on as an afterthought, despite this being the area
where some see their niche as agencies.?¢

Baylies contends that, ‘[The World Bank’s] stance in advocating good
government, and indeed contributing to the theorising of a new ortho-
doxy, while officially distancing itself from some elements of practice,
has contributed to an ambiguous (even if officially delineated) division
of labour with respect to the new aid regime.”?” Although the Bank and
other donors pay lip service to the idea of comparative advantage,
there is often little difference in the work being done on the ground.
This has led to an overload in donor activity without any clear delin-
eation of duties or expertise and an inaccurate blurring of the line
between economic and political issues. If we look at Table 5.2, which
shows the areas that the Bank has specified are its own areas of com-
parative advantage, we can find areas also specified by other donors
(for example, financial management, institution building) as well as
work being conducted by other donors in addition to the work being
done by the Bank. All of this is being done in an ad hoc manner with
little to no co-ordination.

Table 5.3 shows areas claimed by some bilateral donors as their com-
parative advantage, when interviewed. It is significant that none of the
donors include the principle of comparative advantage in its literature
or correspondence, despite the number of times the World Bank uses
the term in relation to other donors.
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Table 5.2 The World Bank’s perceived areas of comparative advantage in
combating corruption

Areas of comparative Areas of expertise Areas not expecting
advantage (sharing advantage comparative advantage
with others)

(a) public economics (a) revenue policy and  (a) police reform
(economic analysis of administration (b) criminal justice
the role and functioning (b) legal and judicial systems (including
of the public sector) reform prosecutorial and

(b) decentralization and (c) other accountability prison reform)
inter-governmental institutions (such as (c) general parliamentary
fiscal relations ombudsmen and processes

(c) core system-wide parliamentary (d) political governance
administration and oversight bodies) (including election
civil service reform processes or the

(d) public expenditure structure and
analysis and financing of political
management (including parties)

financial management
and procurement)

(e) sectoral institution-
building, particularly in
social sectors and
infrastructure (including
regulation of private
sector delivery)

Source: World Bank (2000), Reforming Public Institutions & Strengthening Governance: a World
Bank Strategy (Washington DC: World Bank), p. 62.

Donors even publicly debate the effectiveness of their own work in
the fight against corruption. Although NORAD Director General Tove
Strand exclaimed, ‘we have to make the fight against corruption a
central element in all our assistance’,?> Mette Masst, the head of anti-
corruption work at the agency, observed, ‘I have no illusions that our
work has led to a significant decline in corruption.’”*® Even the World
Bank insists, ‘In the area of anti-corruption, for example, Bank inter-
ventions are unlikely ever to eliminate corruption, and even making a
significant dent in the problem may be difficult in certain countries no
matter how well the Bank performs.”3! In neither case does this follow
through to the next logical step in the debate: why are these agencies
doing this work in the first place if it is unlikely to prove effective in
bringing about the desired change? Although one can argue for the
need to measure the impact of doing something rather than nothing,
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Table 5.3 Other donors’ perceived areas of comparative advantage in
combating corruption

Donor Area of Comparative Advantage

UNDP The political side of anti-corruption work

USAID Civil society

DfID The political side of anti-corruption work

DIDC?® Example of best practice in the public sector
NORAD Unique expertise and network of ‘resource-persons’
SDC - Switzerland No stated comparative advantage

there is also a need to accept that in some countries anti-corruption
work might be ineffective at best and destabilizing at worst.
Conducting such work with little chance for positive impact seems to
be little more than social experimentation while adding to a recipient’s
external debt.

The World Bank’s involvement in anti-corruption work does violate
its important non-political mandate in part and also stretches its
capacity as an organization. Therefore, although there is a place for
certain aspects of the Bank’s work, especially in preventing corruption
within its own projects, other parts of its strategy are of dubious value
and could be spun off to other donors if this sort of work is to be done.
One solution would be to parcel off the sections in which another
donor feels it has a comparative advantage. However, donors have a
fundamentally flawed notion of their own advantages as agencies and
these need to be questioned before recommendations can be made.
Additionally, it is unclear, firstly, if any other donors have the capacity
to pick up such complex work, even in part, and secondly, if some
donors have any place in anti-corruption work at all. One assumption
can be made from the start: we can assume that the donors studied do
want a role in this work and would be loath to withdraw support, even
if there is no evidence that their support will be effective. This work
has become too high profile and everyone seems to want to be in on it.

Evaluation of donor claims of comparative advantage in
fighting corruption
USAID

Anti-corruption at USAID is located within the Center for Democracy
and Governance (CDG), established in 1994. The primary bureaux in
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USAID are the four regional bureaux: the Europe and Eurasia Bureau,
the Latin America and Caribbean Bureau, the Asia and Near East
Bureau and the Africa Bureau. All bureaux have equal standing, which
is very important to AID’s decentralized strategy. Because of this, the
CDG ‘act(s] as a center for technical leadership on technical issues [per-
taining to anti-corruption] that cut across regions. We cannot direct
the regional bureaus, but we can act as a point for advice for both
bureaus and for missions in the field.’3?

An organizational chart for CDG is available in its “‘User’s Guide’, and
is replicated in Figure 5.1:

Deputy Director

Program/ Strategic Planning
Information & Field Support

AFR ANE
Information/Research l l {

| ENI | LAC

{ 1} { 1
Rule of Law Elections & Civil Society Governance
Political
Processes

Figure 5.1 USAID-CDG organizational chart3?

USAID operates in very decentralized way, with great autonomy
given to the regional bureaux. With each bureau employing staff to
deal with anti-corruption issues, it is very difficult to share lessons
learned. In this area, the work done by CDG is vital for at least trying
to have a consistent agency approach. However, because power is so
decentralized, this is not how it works in reality. CDG act merely as
consultants on projects, with varying degrees of success as to how
often advice is taken into consideration when mission strategies are
being designed. Although hardly ideal, it does at least seem in keeping
with USAID’s strong emphasis on regional autonomy. Projects are
managed out of individual missions, so CDG’s budget covers only its
own research and costs.
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The agency’s mission statement asserts that, ‘USAID has taken a
leading role in promoting and consolidating democracy world-wide ...
A key determinant for successful democratic consolidation is the
ability of democratically-elected governments to provide “good gover-
nance”.”** Governance is one of four objectives in order to promote
and consolidate democracy, including also the rule of law, elections
and civil society. Anti-corruption work falls into the ‘governance’
objective. However, this approach is not meant to be ‘reductive’, reduc-
ing an inherently complex process into overly simplistic terms; for
example, ‘the Center’s anti-corruption programming aims to improve
governance in part by mobilising citizen action from civil society
organisations’.?S Anti-corruption work (sometimes referred to as ‘gov-
ernmental integrity’ work) is done in conjunction with work on demo-
cratic decentralization, legislative strengthening, civil-military
relations and effective policy implementation, in order to strengthen
governance. Improved governance then strengthens democracy, the
CDG’s ultimate goal.

Fighting corruption is not CDG’s top priority; instead, it believes
that its existing work on democratization will reduce corruption. It
does do some explicit anti-corruption work, but this represents only a
small part of CDG’s portfolio. USAID’s first explicit anti-corruption
programme came as early as 1989 with its Regional Financial
Management Improvement (RFMI) Project in Latin America.
Important initiatives under RFMI include computerization of public
records to eliminate ‘ghost’ employees and a website to engage civil
society in anti-corruption work. The project has been ongoing since,
but was renamed ‘The America’s Accountability and Anti-Corruption
Project’ in 1992 to bring explicit attention to the anti-corruption
side.?¢

USAID has no formal policy on corruption, but puts forward the
Handbook as representative of its strategy instead. The Handbook is
used by the Bureaux to develop their own anti-corruption programmes,
if they believe it is important or possible. The Handbook is also used as
a framework for analysis and overview by both internal auditors and
outside contracted firms.

USAID'S strategy is a two-track approach: institutional reforms and
civil society reforms, together or one at a time, depending on level of
political will.3” Put another way, ‘USAID has developed a two-track
response to the problem of corruption: (1) change the environment in
which the public and private sectors interact and (2) mobilise public
support for change’.® Part one of this strategy includes the following:
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e Supporting legal and regulatory reform to reduce government’s
involvement in areas better handled by the private sector.

e Streamlining government procedures to reduce the opportunities for
corruption.

e Improving accountability mechanisms.

e Introducing incentives that will encourage officials to act in the
public interest.®

Part two includes working with advocacy organizations, public—
private enterprises (including NGOs) and the media.*’ This approach
seems to fit in well with US foreign policy, with its emphasis on en-
couraging the private sector, past USAID experience in accountability
funding and its strong network of civil society organizations. This
focus on civil society is very important to USAID. According to a
USAID staff member, ‘donors have a propensity to fund the sorts of
things that they’re comfortable with in their own domestic context,
and we happen to have so many interest groups in the United States,
with the way our government works ... that that’s what we’re comfort-
able with doing in the field’.#! It is this long-standing work on civil
society that USAID claims is its comparative advantage in work on
corruption.

Another specific anti-corruption initiative is a $2 million grant
managed by TI to support anti-corruption work and lessons learned
in workshops in nine countries: Bulgaria, Ukraine, Bangladesh,
Philippines, Benin, Ghana, Mozambique, Colombia and the
Dominican Republic.** More countries interested in actively pursuing
anti-corruption activities include Paraguay, El Salvador, Russia, Albania
and West Bank/Gaza.** CDG has also conducted several case studies in
conjunction with the Center for Institutional Reform and the Informal
Sector (IRIS) to gather some lessons learned: Nepal, Hungary, Bolivia
and Argentina.*

The US government completed an audit of USAID’s anti-corruption
work in 1999, and as a result, CGD has developed draft anti-corruption
performance indicators of a qualitative nature, but these have not been
officially approved for use.*¢ Referring to item #4, USAID have created
an ‘anti-corruption’ code for the accounting system, but they are
having problems getting field staff to actually use it. Field staff are used
to coding things as ‘public sector reform’, for example, and continue to
use codes with which they are comfortable.*” Further efforts have been
made to improve the system, such as making anti-corruption a
‘primary’ rather than a ‘secondary’ budget code, but it is still not
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Box 5.1 Examples of projects funded or assisted by USAID#?

e Ethics legislation in South Africa for standards of conduct and
asset reporting by government employees

e Conflict of interest law in Georgia for government officials

e Improving the quality of judicial administration and training in
Russia

e Comprehensive analysis of the Egyptian cotton industry to aid
privatization efforts

e Development of fourteen energy regulation agencies through the
Europe and Eurasia Bureau

e Technical assistance and training for the Palestinian Monetary
Authority

e The reduction of red tape for starting businesses in Tanzania
through the Investor Road Map project

e Technical and institutional support of Supreme Audit Institu-
tions in Benin

e Assisting NGOs in Guinea Bissau to stage a televised debate on
exchange rate policy

e Support of Coalition 2000 in Bulgaria, an NGO that has devel-
oped an anti-corruption plan

e The creation of the Latin American Journalism Centre.

helping in tracking projects, such as for decentralization, with a strong
anti-corruption impact. Because of the complexity of this work, there is
no real way to track it.*8

There are several countries USAID works in where political will does
not exist and civil society is compromised, yet they have not, and most
likely will not, exit. USAID will do what it can to work with civil
society. However, it may have to limit its involvement in some cases
because of a limited budget. Although it may be a direction USAID will
move in, there is no conditionality related to anti-corruption now. As a
matter of fact, ‘there are lots of cases where we undertake projects
because the department would like us to, where there’s a directive that
we should do something. In some cases, it’s not the sort of thing where
if we were on our own as an agency that we would do. But that’s the
way things work.”*” USAID is part of the State Department and its work
may be directed from above for political or strategic reasons.

However, a recently enacted law could change the way USAID
approaches anti-corruption work, making it an explicit objective in its
own right, rather than as one of several objectives in democratization
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programmes. In 2000, Congress passed the ‘Microenterprise for Self-
Reliance and International Anti-Corruption Act of 2000’. According to
Sec. 202(b), ‘“The purpose of this title is to ensure that United States
assistance programs promote good governance by assisting other coun-
tries to combat corruption throughout society and to improve trans-
parency and accountability at all levels of government and throughout
the private sector.’>° Referring to the 1977 Foreign Corrupt Practices
Act, a recent US Department of Commerce report explained that US
firms have lost an estimated $26 billion in contracts because of bribes
paid by competitors in the last five years alone.’! The ‘International
Anti-Corruption and Good Governance Act of 2000’ is just part of the
continued pressure applied to US allies since 1977 in order ‘to create a
level playing field for American exporters’.>?

The Act is an amendment to the 1961 Foreign Assistance Act, and it
includes:

e making combating corruption a principal goal of US development
assistance;

e requiring that international technical assistance provided by the
Department of Treasury also emphasizes anti-corruption measures;

e mandating that the US Agency for International Development
establish programmes to combat corruption in countries where
there is a significant foreign aid programme or where the United
States has a significant economic interest, and that have the most
persistent problems with corruption;

e enabling the US to fund anti-corruption programmes in countries
otherwise ineligible to receive US foreign assistance; and,

e requiring the president to submit an annual report to the Congress
detailing US diplomatic efforts to combat corruption and foreign
countries’ progress towards achieving this goal.>3

This bill was originally intended to help USAID, to put it at the fore-
front of US policy on fighting corruption overseas. However, a staff
member gave me a mixed review of the bill. It is a ‘blessing’, in that
USAID now has explicit authorization to do work that it has been
doing all along without specific authorization. It also allows USAID
the flexibility to do anti-corruption work in countries where it is not
allowed to work ordinarily, or in countries where a mission is no
longer necessary because of high levels of economic development
(e.g. Poland and the Czech Republic). However, the bill contains
what the staff member calls ‘potentially onerous’ reporting implica-
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tions with no additional funding available for new staff.5* There are
also worries about the nature of the annual reporting requirement, to
be done in conjunction with the State Department. The report has
the potential to become as high profile as the US annual human
rights report, which has offended countries in the past for their inclu-
sion. It is possible that the State Department will not want to risk
offending countries which have strategic importance, such as the
Ukraine or Nigeria, by their inclusion in a corruption report, and will
they instead exclude such countries so as not to offend? These could
call into question the accuracy of the report. One option may be to
make part of the report public but with ‘confidential attachments’ in
sensitive cases, but CDG would rather see a fully public and transpar-
ent process.> So far an initial report has been issued by the State
Department, as required by the Act, that sets out, briefly, US and
global anti-corruption initiatives to date, but there is little that indi-
cates a path going forward.>®

USAID claims that its comparative advantage in fighting corruption
lies in its work with civil society.5” It is often argued that the US’s
advantage is rooted in its Tocquevillian grassroots tradition. ‘For the
United States at least, civil society assistance is explained as a natural
extrapolation of domestic experience.’s® This does not withstand closer
scrutiny. The US was not committed to support for general grassroots
movements during the Cold War in the fear that leftist movements
would prevail. It was only in countries with leftist regimes that the US
supported civil society in order to challenge communist rule. When
the Berlin Wall fell, all donors saw how civil society has the potential
to bring about democratic change. Civil society thus became a major
part of all donors’ democratization programmes. According to Ottaway
and Carothers, ‘The fact that many West European donors, who do not
draw upon American-style Tocquevillian traditions, have gravitated to
very much the same sort of civil society aid programs as the United
States further casts doubts on the Tocqueville factor as a determining
causal explanation.’’

Despite the fact that many donors themselves do not fit the ‘weak
state/strong society’ model found in the US, it is the goal of their work
in developing countries, especially with civil society and decentraliz-
ation. The fact that European countries do this kind of work could be
construed simply as evidence of the ‘herd behaviour’ Cassen describes
is prevalent in donor work,*® rather than providing an argument
against the American claim to exceptionalism. Nonetheless, most
donors have the same level of experience as the US with civil society
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work in the field, especially in the last decade, and USAID is unlikely to
have any advantage over other donors.

There is one area where USAID can clearly argue that it has a com-
parative advantage. The US Foreign Corrupt Practices Act (FCPA) was
passed in 1977, making certain payments illegal for American compa-
nies doing business overseas.®! It was introduced in response to the
Lockheed scandal, when it became clear that several US companies
were involved in foreign bribery, as well as contributing large sums to
foreign political parties in order to influence local governments. The
FCPA was unique in that unlike other countries’ laws regarding corrup-
tion, it made bribery by US citizens and employees of US-owned com-
panies a criminal act, and made all questionable foreign payments
subject to disclosure. It was established to protect American foreign
interests overseas and its reputation, as well as to protect the natural
workings of the free market. In 1994, the US sponsored the OECD
Recommendation on Bribery in International Business Transactions to
encourage member states to ‘take concrete and meaningful steps’ to
eliminate bribery of foreign officials.®> This became the ‘OECD
Convention on Combating Bribery of Foreign Public Officials in
International Business Transactions’.

One way USAID could work on corruption would be to strengthen its
work with the private sector in its recipient countries, by encouraging
companies to sign up to the OECD convention, helping draft anti-
bribery legislation and supporting efforts to investigate and prosecute
those companies and individuals who break anti-bribery laws. USAID
has long supported private sector work, calling it ‘the most efficient
means of achieving broad-based economic development’.%* The World
Bank does not currently incorporate the private sector into its work on
corruption, instead focusing on the public sector, presumably because
it is required to lend only to governments. USAID could thus focus on
the ‘supply-side’ of corruption (bribe-givers) while the Bank could
focus on the ‘demand-side’ (bribe-takers).

UNDP

Anti-corruption work at UNDP is located within the Programme for
Accountability and Transparency (PACT), which is located within the
Institutional Development Group (IDG) which is in the Bureau for
Development Policy (BDP). Since its establishment in 1995, funding
for PACT has come originally from two main sources — the Danes and
the Dutch. Originally called the Aid Accountability Initiative, PACT
was located in the UN Department of Economic and Social Affairs. Its
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original mandate focused on aid accountability and co-ordination in
Sub-Saharan Africa and the Baltic Region. In 1996, the programme
moved to UNDP, and it was renamed PACT while the focus changed
to financial accountability and transparency. Along with this
mandate change came a change from a regional focus to a global
focus, with the two original regional bureaus falling under the global
bureau.

DANIDA published an evaluation of PACT in 1999. The evaluation is
not very positive about PACT’s activities, especially regarding anti-
corruption activities. It acknowledges that a return to aid accountability
is not really viable, and that ‘PACT has built up a comparative advantage
in addressing comprehensive public expenditure accountability issues.’®*
However, PACT has only two years’ experience in anti-corruption
activities. Despite generating considerable media attention, the evalua-
tion feels that ‘PACT’s comparative advantage in this field is close to
non-existent’.> Keeping in mind the limited financing available, it
recommends that anti-corruption be spun off into a separate programme
for anti-corruption work alone.

The Danes were not happy about this change from aid accountability
and donor co-ordination to financial accountability and anti-corrup-
tion work, as well as the move from a regional to global focus. They
were particularly unhappy about the work being done in Eastern
Europe, which is not part of its own mandate. They stopped funding
PACT in 2000, although the Dutch continue to provide some funding,
including the secondment of a Dutch national, Fred Schenkelaars, as
special advisor and some seed money for publications.

Under DANIDA, PACT’s budget stood at $1 million per year, with
approximately $100 000 spent on anti-corruption and the remaining
bulk spent on financial accountability projects.®® PACT activities and
finances had been impacted by the Danes pulling out of financing
commitments in the short term. However, it successfully negotiated a
new funding contract with the German development agency,
Bundesministerium fuer Wirtschaftliche Zusammensarbeit und
Entwicklung (BMZ), signed on 27 June 2000.7 BMZ set up a trust fund
of $1.25 million for projects to be conducted in a one-year period,
although PACT has requested a six-month extension on this deadline.
This is primarily for capacity building in BMZ’s priority countries —
Bangladesh, East Timor, Mozambique and Nigeria, along with some
Eastern European and CIS countries. It also provides funding for other
non-country activities, such as seed money for the Partnership Fund
for Transparency.
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UNDP is the only multilateral donor with a clear policy statement on
corruption. It is published under the title, Fighting Corruption to Improve
Governance, and is summarized below:

UNDP is unwaveringly committed to the war against corruption.
Minimising corruption is critical if its mission to alleviate poverty
and achieve social and people-centred development is to succeed. A
multilateral development agency, UNDP support is not conditional.
It does, however, have a mandate to create an enabling environ-
ment for sustainable human development. Since corruption clearly
works against such an environment, UNDP does support projects
that address the fundamental elements of the problem.

UNDP sees corruption as a problem of poor governance. Good
governance is participatory, transparent and accountable - its social,
political and economic priorities are reached by consensus and the
poorest and most vulnerable have their say in matters affecting their
well being and in the allocation of development resources. Bad gov-
ernance, rife with bribery, corruption and maladministration, has
the opposite effect.®®

Projects focus on institutional development and reform, public and
private sector management, decentralization, transparency and
accountability, the media and independent watchdogs and building
partnerships.®® The report highlights six proposed areas of interven-
tion: ‘partnership building and policy dialogue, capacity building,
tailoring country interventions, dividing responsibilities among the rel-
evant stakeholders within UNDP, creating a focal point within the
UNDP through [PACT] and describing the internal mechanisms within
the organisation to prevent and control corruption in UNDP’s organi-
sations’.”? Specifically, PACT ‘will take the lead in developing policies,
tools and methodologies; researching issues of priority to UNDP; and
documenting good practices based on country experiences’.”!

One major project, originally initiated by PACT, has been the
production of the Country Assessment in Accountability and
Transparency (CONTACT) manual, which the DANIDA evaluation
states ‘is being recognised by outsiders as being a first in providing an
instrument for comprehensive assessment of public expenditure
accountability. Systematic use of this tool at country level and follow
up in the form of technical assistance programming, planning and
resource mobilisation holds the potential to achieve significant impact
at country level in selected countries.”’ A draft was completed in 1998,
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Box 5.2 Examples of projects funded or assisted by PACT”?

e Production of two major reports, ‘Corruption and Good
Governance Discussion Paper’ and the joint UNDP/OECD report
on ‘Corruption and Integrity Improvement Initiatives in
Developing Countries’

e A learning module on corruption issues in the Asia Pacific region

e UNDP (Europe)/CIS/UN Department of Economic and Social
Affairs sponsored conference on ‘Public Service in Transition:
Enhancing its Role, Professionalism, Ethical Standards and
Values’, held in Thessaloniki, Greece

e UNDP (Romania)/UN Centre for International Crime Prevention
(CICP) project, administered by the Ministry of Justice to deal
with corruption and crime

e UNDP (Philippines)/Centre for Investigative Journalism project
to strengthen the capacity of investigative journalism

e The Anti-Corruption Promotion Group in Georgia, a three-year
temporary NGO

e Technical assistance for Mongolia’s Capacity Building for
Governing Institutions Project

e UNDP (Brazil)/Council of State Reform/Ministry of Federal
Administration and State Reform/UN Department of Economic
and Social Affairs sponsored colloquium on ‘Promoting Ethics in
the Public Service’

e Organising five regional workshops at the 9th IACC in Durban

although it has not yet been finalized. This is a joint project with the
World Bank, which wrote a majority of the chapters, along with some
input by USAID and the Canadian International Development Agency
(CIDA), while PACT wrote the chapter on anti-corruption.

PACT has also been working on a joint project with OECD: country
case studies with Benin, Morocco, Pakistan, Philippines and Bolivia.
PACT is trying to analyse success from anti-corruption initiatives in
those countries, although it is not clear what criteria it is using for eval-
uation. These case studies have been put on hold, however, presum-
ably due to lack of resources. Another initiative is the Partnership Fund
for Transparency, set up ‘to assist civil society needs by providing
short-term technical assistance to develop programmes to fight corrup-
tion’.”* PACT is also working closely with WBI as collaborators on the
follow up to the Anti-Corruption Core Course in Africa. However,
according to PACT, ‘only Tanzania and Ghana seemed to have pro-
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gressed further since both already had projects in place focusing on
anti-corruption. It was harder to get collaboration going when we had
to start from scratch.’”s

PACT also hosted events to try to co-ordinate action with other
donors: the Maastricht Working Group Conference in April 2000;
Global Forum II, also held in the Netherlands in May 2001; and the
10th Crime Congress in Vienna, in April 2000. When the German
money arrived, PACT planned on turning its attention to the role the
UN can play in the international repatriation of funds by corrupt dicta-
tors and leaders. However, the lead on money laundering within the
UN has been taken by the UN Center for International Crime
Prevention (UNCICP) which PACT claims has more resources and a
clearer mandate to work on this issue.”®

UNDP see anti-corruption work not as an afterthought, as the
DANIDA evaluation seems to imply, but rather as ‘a part of the evolu-
tion of our mandate’.”’ It feels that its comparative advantage lies not
in financial accountability work, as the evaluation states, but rather
with anti-corruption work and all its political components. ‘The politi-
cal decision came from higher levels where they said if you have to
make a choice to drop one [financial accountability or anti-corruption]
because of financial constraints, it would be financial accountability,
regardless of the results of the evaluation, because of that long institu-
tional expertise in the political sphere.””® Budget figures may belie this
strong commitment to anti-corruption; however, this may reflect the
interests of bilateral donors, like Germany, who are funding the pro-
gramme, rather than those of UNDP.

As we saw previously, DANIDA felt that UNDP did not have any
comparative advantage in anti-corruption work, but rather that it ‘has
built up a comparative advantage in addressing comprehensive public
expenditure accountability issues’.”” This incorporates assistance with
systems of accounting, auditing and evaluation. According to a 1997
PACT project document, this includes:

e Improvements to budget systems through better planning, expendi-
ture management, training, information systems and audit
functions.

e Improvements to accounting systems through better trained
accountants, modernized procedures and upgrading professional
bodies of accountants.3°

These will enhance the quality of audits, in order to ensure that
public funds are spent as authorized. This work would fit in well with
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the Bank’s existing work on financial management, which lacks the
depth of its work on procurement. The Bank could continue to
produce its diagnosis of a country’s private and public financial man-
agement systems, but UNDP could step in to follow-up with improve-
ments. However, with a current overall budget of $1.25 million, this
work would need major new resources to become viable. Without it,
it is difficult to see a distinctive role for UNDP in anti-corruption
work.

Indeed, the DANIDA evaluation referred to a database or inventory
of UN projects on anti-corruption. Unfortunately, this was stored on a
laptop, which was stolen, and no backup copies had been made. PACT
is currently working on rebuilding this database, with forty entered
and approximately sixty to go. The target for completion was March
2000, but resource restrictions (especially personnel) have meant that it
remains a work in progress.8! This situation serves to illustrate the lack
of capacity at PACT, both in terms of knowledge and resources. It is
unclear how any agency funded to compile a database would not know
or not think about saving it onto a floppy disk and why this work is
still unfinished over one and a half years after the original target date.
This rather embarrassing story serves to highlight PACT’s inadequate
capacity, and it could be argued that it would be more appropriate for
UNDP to step aside and let better-resourced agencies conduct this
work.

DfID

In 1999, Secretary of State for International Development, Clare Short
announced, ‘My Department - the Department for International
Development - is ... giving increased priority to action against corrup-
tion and to working with governments which are committed to tack-
ling corruption and reducing poverty’.82 Despite this public
commitment to anti-corruption, literature on DfID’s anti-corruption
programme is virtually non-existent, at least in the public sphere. I
have therefore relied heavily on correspondence to build a profile of its
work in this area.

Anti-corruption work is done by the Governance Department, and is
overseen by the Anti-Corruption Co-ordinator (ACC). S/he has three
roles:

e To co-ordinate anti-corruption activities within DfID divisions;
e To engage at the international strategic level (OECD, FATF, World
Bank, UN, Commonwealth) and regionally;
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e To engage in policy making issues in Whitehall:
Home Office (mutual legal assistant, UK corruption law)
Department of Trade & Industry (DTI) (OECD Convention/
UK business)
FCO/Treasury (money laundering).3

In addition, Governance Advisors working in-country are responsible
for delivering DfID’s governance agenda on the ground. ‘The task of
the ACC is to encourage/ensure that the anti-corruption perspective is
embraced by all Governance advisors in the forms appropriate for their
particular countries and in the light of the DfID Country Strategy for
that country. Only at the multilateral level and in the domestic
Whitehall domain, can the ACC be regarded as playing something akin
to the lead role.*

Work currently under way focuses on three areas: work within
Whitehall itself, joint work with other donors and support for interna-
tional initiatives.®> In Whitehall, this includes ensuring the latest
White Paper includes a commitment to tackling corruption.® In addi-
tion, the ACC is working with the Home Office to co-ordinate its
Mutual Legal Assistance (MLA), for developing and transition countries
seeking to recover illegal funds deposited in UK banks. There are joint
initiatives with DTI to increase awareness among UK businesses of the
OECD anti-bribery convention. The ACC also supports the Export
Credits Guarantee Department (ECGD) in its efforts to deter corruption
through the use of sanctions.

Work with other bilateral donors is mostly focused through the
Utstein Group, a network of donors which includes the UK, Germany,
the Netherlands and Norway, formed at The Hague in May 2000.8” The
Utstein Group ‘declared their commitment to concerted action to
reduce the damaging effects of corruption on development, and their
readiness to collaborate with those who share this commitment, in
governments, civil society and the private sector, and other develop-
ment agencies, both multilateral and bilateral’.8¥ The group has pro-
duced an action plan, which includes commitment to the OECD
anti-bribery convention, collaboration at the country level, especially
with the World Bank on financial management and procurement
issues and, finally, co-ordinated support for multilateral organizations,
such as UNDP. In addition, the Utstein Group is developing a joint
‘virtual resource centre’, or online database, for experts and NGOs.%
Other examples of DfID support for international anti-corruption work
can be found in Box 5.3.
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Box 5.3 Examples of projects funded or assisted by DfID?°

e Assisting WBI work in fourteen countries®! to ‘build domestic
support and political pressure for anti-corruption efforts’

e Anti-money laundering initiative for East & Southeast Asia,
funded with the European Commission

e Participant in an ADB/OECD anti-corruption strategy for the
Asia-Pacific region

e Providing start-up costs for the Commonwealth Business
Council, to work with business groups on in-country anti-
corruption strategies

e Developing anti-corruption guidelines for civil society
organizations

e A joint forum with DTI to encourage codes of conduct and
‘integrity pacts’ for UK businesses

e Funding TI’s first ‘Global Corruption Report’ (with the Utstein
Group)

e Providing funding to expand the capacity of the OECD
Convention Secretariat

e Leading the OECD Development Assistance Committee (DAC)
revamped governance focus

e In discussion with the BBC World Service to use radio for publi-
cizing anti-corruption issues

e £5 million to strengthen Zambia’s Anti-Corruption Commission
(with Utstein Group)

e £1.4 million to establish an Anti-Corruption Commission in
Sierra Leone

e Support for the Nigeria State and Local Government programme

e One of many donors in the new Partnership for Governance
Reform in Indonesia, to provide a co-ordinated response to
corruption in that country

* Assisting the preparation of an anti-corruption strategy in the
state of Andhra Pradesh, India

e Signatory of the UN Convention Against Transnational Organ-
ized Crime

DfID sees its comparative advantage in its inherent nature as a bilat-
eral donor. This includes being able to directly address political issues
in country programmes, unlike the World Bank. Its funding is primar-
ily in grant form, which recipients are more comfortable with for tech-
nical assistance, rather than taking out further loans. It also highlights
its flexibility and ability to respond to changing conditions, as opposed
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to a very large organization like the World Bank.’?> However, as with
UNDP, if the World Bank becomes more politically explicit in its work,
the perceived comparative advantage would no longer exist. The Bank
also has some funds available as grants for technical assistance, so it is
questionable whether or not that can really be called a comparative
advantage, as with the notion of DfID responding quicker to changing
conditions. It has taken DfID four years after the World Bank
announced its commitment to fighting corruption to actually formu-
late a strategy, far longer than many other donors, and this calls into
question how flexible it really is as an organization or whether it has
any distinctive role or comparative advantage.

The UK does, however, have a long history of involvement in off-
shore banking centres. Of the seventeen countries listed by the FATF as
non-cooperative, six are Commonwealth countries.”® However, Britain
has been criticized for refusing to allow FATF to include its offshore
dependencies — Guernsey, Jersey, the Isle of Man, the British Virgin
Islands and Gibraltar — on this list.”* If it were to fully embrace the
fight against money laundering, which certainly seems to be the case
in mid-2002, DfID could have a strong role to play in supporting anti-
money laundering initiatives in its recipient countries. This would
complement USAID’s work with the private sector, impacting on the
‘supply-side’ of corruption, by eliminating the places to hide moneys
garnered by corrupt means.

EU

The EU’s response to anti-corruption work has been more measured
than that of other donors for political reasons. Enlargement issues
colour its dealings with Eastern Europe and CIS countries. Its relation-
ship with Latin American and Southeast Asia is more limited than
those of the US, which dominates aid and defence in those regions.
Finally, it has long had a unique reciprocal agreement with the major-
ity of developing countries through the Lomé Agreement (now the
Cotonou Agreement), based on a principle of equality and dialogue.”
Democratization and human rights have long been a concern of the
EU, but this did not become firmly institutionalized until the Cotonou
Agreement in June 2000. ‘The promotion of human rights, democracy,
the rule of law and good governance are an integral part of [Cotonou]’,
including an emphasis on institutional capacity building.’® The agree-
ment is described as ‘a mutual commitment to good governance,
defined as the transparent and accountable management of human,
natural, economic and financial resources for the purpose of equitable
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and sustainable development’.®” There is an explicit focus on corrup-
tion’® in the agreement with the ACP countries in this document;
however, it also mentions good governance in relation to its agree-
ments with Mediterranean countries, the Western Balkans and the
Tacis (Eastern Europe and Central Asia) Region, but not corruption
specifically.

Only the EU’s work with the ACP countries compares to the work
done by the World Bank. Despite the rhetoric of ‘partnership’,
Cotonou is more like a traditional donor-recipient relationship than
Lomé in the 1970s and 1980s, and certainly more so than the EU’s
relationship with other regions. This could explain why the existing
literature is more open about dealing with corruption through
Cotonou.

EU-ACP co-operation includes:

e a deeper dialogue with — and within — the ACP countries on human
rights, democratic principles, the rule of law and good governance;

e greater support in priority areas, including the drafting and intro-
duction of measures to prevent and combat corruption.®’

These measures including ‘criminalising international corruption, abol-
ishing tax deductibility for bribes, making public procurement proce-
dures more transparent and the effectiveness of the accounting
rules’.'% There is also the insistence that anti-corruption work ‘should
also be about creating special programmes for the vulnerable. It is not
simply about setting up “democratic” mechanisms to facilitate for
investors and financial and credit markets.’!” However, there is, at this
time, little evidence available of work on the ground or how the EU’s
policy will translate into action.

The EU does not have a discernible comparative advantage in anti-
corruption work. Its advantage as a donor lies in its tradition of dia-
logue and partnership, especially within the context of the Lomé
agreement. It has little experience with building institutional capacity
and there is no reason for the EU to make this a key focus for its devel-
opment work.!%? In addition, EU member countries have had several
high-profile problems with corruption in recent years, in both
Southern European countries, which rate relatively badly on the CPI,
and Northern European countries, which rank as some of the least
corrupt countries in the world. For example, Germany has seen former
Chancellor Helmet Kohl and the Christian Democrats accused of
money laundering and corrupt party finance transactions.'®® In France,
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President Jacques Chirac has been accused of party finance irregulari-
ties while mayor of Paris.!® Former foreign minister Roland Dumas was
convicted of influence peddling, accused of multi-milliondollar kick-
backs, in the Elf Aquitaine scandal.!® In Italy, former prime minister
Guilio Andreotti was found guilty of having Mafia connections, and
current prime minister Silvio Berlusconi has been questioned about
possible Mafia links.!% In the UK, much has been made about the
prime minister’s political appointments, sometimes called ‘“Tony’s
Cronies’, and other scandals have made headlines, such as the Hinduja
Brothers scandal, which cost two ministers their posts, despite being
cleared eventually.!” The corruption scandals that rocked the
Commission in 1999 included extensive corruption within its own aid
programme.'% This brings into question the EU’s mandate in consult-
ing on institutional capacity when it clearly lacks it as an institution
itself. Perhaps the EU would be better advised to rebuild its own repu-
tation and to ensure the integrity of its own funds, rather than trying
to advise recipients on how to avoid corruption.

Nordic and other like-minded donors

Several donor countries often work together on important issues
because of a sense of shared values. They often draw on each other’s
work, making reference to it in annual reports and speeches, drawing
attention to their shared uniqueness. In addition, unlike the US and
UK, they share Executive Directors and voting power in the World
Bank and have to act collectively to have any impact on Bank activi-
ties. Because of this, I have chosen to study these countries together:
Denmark, Sweden, Finland, Norway, the Netherlands and Switzerland.

Each of the countries studied considers good governance to be one of
the most important factors in alleviating poverty and promoting sus-
tainable development. Definitions vary slightly, but most agree with
Denmark, which states that good governance ‘includes the creation of
transparency, openness, and responsibility in political and administra-
tive decision-making processes. The population must be guaranteed
access to information on the decisions made by a country’s authorities
to ensure inter alia that resources are applied according to the needs of
the population.’'® Finland insists that good governance will help
reduce causes of conflicts and inequality, and promotes democracy by
‘supporting the organisation of elections, the development of legisla-
tion and justice systems ... better and more transparent governance,
free media, freely operating organisations and human rights
training’.119
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Switzerland’s policy includes positive measures, such as election
support and the strengthening of legal and administrative structures,
policy dialogue with partner countries, and even direct conditional-
ity.1'1 NORAD also stresses the importance of ‘active and informed dia-
logue with ... partner countries’ to develop a ‘better reciprocal
understanding’ of good governance, and to ensure the support of the
Norwegian people.!!2 SIDA defines its approach as providing ‘support
to those parts of the public sector and civil society which constitute
the foundations of democracy, respect for human rights and good
governance’.!3

The literature consulted contains several examples of these policies
at work. DANIDA granted Mozambique US$8.62 million in 1996, for
judicial reform, renovation of twenty district courts, and further educa-
tion for judges and defence lawyers. In Uganda, DANIDA provided
assistance to human rights groups, as well as support for the judicial
system and civil service, decentralization efforts, public auditing, and
reform of the public sector. In Vietnam, it granted US$6.21 million for
reform of the judicial system, in partnership with UNDP, in order to
promote human rights and democratization.!'* Finland co-operated
with UNDP in Kenya to support legislative reforms and promote
human rights and democracy. In Burkino Faso, it supported the 1997
parliamentary election via a group of fourteen NGOs, which supervised
local elections and provided unbiased information to voters. Finland
also suspended new projects in Zanzibar and Zambia due to question-
able elections and lack of electoral transparency in 1995.115

As far back as 1997, Finland indicated support for Tanzania’s upcom-
ing election, and for its human rights commission and anti-corruption
drives. It also noted that pressure from the Nordic countries pushed
into the IFIs’ strategies: ‘reducing poverty, advancement of environ-
mental and social issues, and action against corruption in lending pro-
cedures’.!1® A 1999 report contained extensive coverage of good
governance, democracy and human rights, but did not mention cor-
ruption.!'” In 2000, a report highlights corruption as an area of
concern, in the overall context of good governance, but no action is
indicated.!!®

DIDC sees two areas in particular growing in importance: financial
management and civil society. ‘As sector-wide programming and
budget support becomes an increasingly common modality for chan-
nelling aid, more attention needs to be placed on the fiduciary system
of the partner countries’ sector ministries. Hence, it is envisaged that
work needs to be done to support the capacity building of financial
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accounting systems. Concomitantly, we place an importance on
strengthening the role of civil society as an integral part of a function-
ing democracy.’!*?

DANIDA explains that ‘widespread corruption and lack of determina-
tion on the part of the government to enter into a dialogue with the
opposition and grassroots movements’ caused it to cut back Kenya’s
assistance. For remaining projects in Kenya, DANIDA keeps a tight
control on its resources, usually channelling funds and such directly to
individual projects. It also mentions Tanzania’s President Mkapa’s
commitment to combating corruption, but indicates no direct
DANIDA support.'?? Its 1999 annual report describes anti-corruption
work as part of its strategy to promote democracy and human rights,
with corruption ‘occur[ing] in the context of a lack of development’.1?!
It gave almost $105 million to democracy, human rights and good gov-
ernance projects in 1999, 7 per cent of its total aid budget.!?

Partnership is a key concept for DANIDA's support. In building part-
nerships, it requires the recipient to pursue appropriate anti-corruption
measures, among other things, which ‘live up to our expectations’.!23
Success will be rewarded with increased funding, and failure could be
punished by sanctions. In Africa, ‘The widespread corruption ... gives
cause for deep concern and is having a destructive effect on long-term
development work. In co-operation with partners in the programme
countries, Denmark will identify initiatives that can help to combat
corruption and remedy this unacceptable state of affairs.’!?* It also
claims a key role in bringing about the World Bank’s new focus on cor-
ruption.!?> DANIDA’s language here is strong - almost scolding. The
rhetoric of partnership seems incongruous with its language of
conditionality.

The same can be said of Finland’s literature on good governance, in
which it explains that in dealing with good governance, it will provide
an open dialogue and advance international visibility of the issue,
promote participation projects, ensure regular project assessment and
reconsider those which are not attaining goals, and promote the status
of women. It strongly promotes the concept of conditionality, stating:

The conditionality of development aid — even in Africa - is primarily
a pro-active means of influencing the structuring of a democratic
society. Development aid advances the promotion of a favourable
operating environment in the target countries. Conditionalisation
means supporting the sectors that are expected to advance Finland’s
goals best. If the political situation does not meet the requirements
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concerning democracy and respect for human rights set for partner
countries, or if the economic environment is unable to utilise exter-
nal aid, Finland may conditionalise its aid by freezing or interrupt-
ing its donations.!2¢

Here we have reference to influencing the democratic process,
Finland’s goals rather than recipient goals and sanctions. There is,
however, no direct reference to corruption.

In 1997, Switzerland indicated its support for international anti-cor-
ruption strategies, explaining, ‘Corruption is endemic in many coun-
tries and multilateral institutions are undertaking great efforts to verify
the utilisation of their funds. Switzerland supports the efforts made by
the OECD to compile codes of conduct concerning the fight against
corruption in the industrialised countries.”'?” It now has a Governance
Division up and running, and has developed guidelines on combating
corruption.!?® Currently, its anti-corruption work is implemented at
two levels: operational and thematic.

At the operational level, SDC explains that the work varies depend-
ing on the type of operation. “‘When the focus is on a project-approach,
we are ensuring corruption-free activities through direct supervision of
activities and resources or the indirect supervision by a supporting
agency. In programme-approaches and general or earmarked budget
support, emphasis is put on harmonisation of procedures between
donor partners and governments, for instance, for procurement,
budgeting and/or expenditure tracking.’!?

At the thematic level, the Governance Division focuses on information
sharing to identify best practices and networking with ‘like-minded
competence centres or agencies’.!*® SDC also actively participates in
international meetings to set global standards, such as the ICC Rules of
Conduct and the OECD Anti-Bribery Convention.

The Dutch, apparent newcomers in the fight against corruption,
have taken a unique role in this work. They do no work of their own
on the ground, preferring instead to use multilateral channels for
good governance work, including corruption.!®! Instead, they focus
on influencing the international debate, by hosting the workshop
‘The Role of Bilateral Donors in Fighting Corruption’!3? and the
‘Global Forum on Fighting Corruption & Safeguarding Integrity
IT’,133 attended by the IFIs, governments, NGOs and anti-corruption
experts, and especially through the Utstein Group, where they ‘took
the initiative to put corruption on the international development
agenda’ 134
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Norway stands alone in paying a great deal of attention to corrup-
tion throughout the entire period in the literature consulted. As far
back as 1994, it identified local factors to take into account when
designing a development co-operation strategy, which include, ‘eco-
nomic policies, growth and distribution (including taxation policies),
the openness, skills, and capacity of the administration, the degree of
corruption, and respect for democracy and human rights’.!3S
Corruption was seen as a political (as opposed to economic) condition
which affected NORAD's policies, stating, ‘Public administration in
many countries has ... been seriously weakened by increasing
inefficiency and corruption.’ Finally, it described corruption as a ‘threat
to the rights of the individual, respect for law and order, and ... eco-
nomic growth’.136 It the 1994 report, NORAD highlighted incidences of
corruption in Malawi, Tanzania, Uganda, Zambia, Zimbabwe,
Bangladesh and Nepal, but did not provide evidence of any direct
support given by NORAD to anti-corruption strategies, nor did it indi-
cate direct condemnation of such examples.

Speaking to Parliament in May 1999, Hilde Frafjord Johnson,
Minister of International Development and Human rights, set out a
six-point ‘Norwegian offensive’ against corruption:

e NORAD will become an international front-line organisation in the
battle against corruption.

e Corruption will be put on the agenda in our dialogues with our
partner countries.

e We will provide assistance to our partner countries in the battle
against corruption.

e International efforts to combat corruption must be better co-ordi-
nated, more systematic and more effective.

e NGOs must be drawn into the battle against corruption.

e Sanctions will be imposed if necessary.'3’

Like DANIDA, the language here is strong, punitive and quite unex-
pected in tone for a Nordic donor country.

Director-General of NORAD, Tove Strand, has said, ‘we have to make
the fight against corruption a central element in all our assistance’.!38
She indicates three objectives for its anti-corruption plan:

1. Intensify Norwegian assistance to good governance and the fight
against corruption in our partner countries.
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2. Increase awareness and knowledge in the aid administration on
how to prevent corruption in all of Norwegian-funded develop-
ment co-operation.

3. Establish mechanisms for systematic collection, analysis and dis-
semination of experiences drawn from efforts at preventing and
combating corruption.!®®

NORAD’s work on corruption is now much more explicit and system-
atic. In February 2000, it launched its Good Governance and Anti-
Corruption Action Plan and appointed Mette Masst to run it. NORAD
refers to her as its ‘corruption hunter’.!*? This work is part of NORAD’s
overall work on peace, democracy and human rights, with a budget
this year of NOK 506.6 million, almost 10 per cent of the budget
total.’#! There is also an additional NOK 1.25 billion budgeted over the
next few years for specific work to improve transparency,*? although
the report does not indicate what kinds of projects will be funded with
this money. Furthermore, this work is to be scaled down, from a dis-
crete sector to an integrated part of NORAD's divisions and embassies’
work. 143

There are many similarities in these countries’ approach towards
development: a commitment to poverty alleviation, a dedication to
helping the world’s poorest people, an acknowledgement of the value
of dialogue, and the desire to create a cohesive sectoral policy. They
also share a dedication to the promotion of good governance as a nec-
essary factor in creating equitable, sustainable development. They do
diverge when it comes to methods of ensuring a partner country’s
commitment to such policies, and they also diverge when it comes to
the issue of corruption. Early on, with the exception of Norway, the
remaining countries seemed hesitant to address the issue in a direct
manner, falling back on terms like ‘transparent’ and ‘accountable’ gov-
ernment. The current environment encouraged these donors to estab-
lish publicly a more pro-active stance on the issue.

This group of donors has historically been seen as more compassion-
ate and less politicized than other donors, especially USAID, with an
‘unselfish’ and ‘generous’ approach to aid, and for a commitment to
partnership and dialogue.'** This has always been seen as its compara-
tive advantage. Developing countries have had more confidence that
these countries are truly interested in providing assistance, without a
hidden (or not so hidden) political or economic agenda. They have
been at the forefront of the efforts to improve human rights in its
partner countries, but have been, for the most part, slow to embrace
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the anti-corruption agenda. Now that it has been institutionalized in
most of these agencies, the language has, by and large, become more
rigid, more punitive and more ‘top-down’, rather than a dialogue
between equal partners. This raises the question of how this approach
impacts on the comparative advantage in anti-corruption work claimed
by some of these countries.

Many of the donors, especially NORAD and DANIDA, have become
increasingly paternalistic in their discourse on corruption, threatening
sanctions unless their expectations and conditions have been met. No
one would deny these organizations the right to ensure that their
funds are spent as authorized, but this new ‘tough’ approach does not
sit well with their established reputations, which is where these organi-
zations’ comparative advantage as institutions lies. However, it does
reflect the increasing emphasis on structural adjustment within Nordic
aid programmes in the 1990s and also an increasing conservatism
within Nordic politics in general.!*® For example, in 2001, Denmark
elected a centre-right coalition government led by the Liberal party,
replacing the prior Social Democrat-led coalition government. The new
government has strongly criticized prior support for corrupt govern-
ments, and even cut its aid programme to Uganda in 2002, a move
that surprised many. According to Finance Minister Thor Pedersen,
““We have always said that we do not want to support countries which
are ruled by dictators...Denmark’s international cooperation partners
must respect human rights, fight corruption and follow sound business
practices.”’146

This dichotomy has been noted in relation to the Nordics’ concern
with human rights and democratization. Diamond refers to these
donors as ‘broad-based overseas development organizations, which
have added democracy promotion onto more traditional development
assistance’.'*” This has been done without ‘evidence of any strategic
thinking in regard to their assistance to this sector of the policy’.!*® In
an article on the Netherlands and Indonesia, Baehr argues that the
joint objectives of the promotion and protection of human rights and
in supporting the poorest countries with aid might come into conflict
with one another, and do so regularly.!*® In the case of Indonesia,
Baehr questions the significance of the Netherlands, use of conditional-
ity in 1992, following Indonesia’s human rights violations in East
Timor. The amount of aid given by the Netherlands was so small that
its efforts were ineffective in bringing about change.!° Even working
together, the total amount of aid given by the Nordic and other like-
minded countries only equals approximately 20 per cent of total aid
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given by bilaterals in 1999.15! There is thus little evidence that a strong
stance by the Nordics on corruption will have the desired outcome on
the policies of aid recipients.

This does not mean that there is no role for these donors to play in
anti-corruption work. Their unique character allows them to partici-
pate in discussions with recipient countries on subjects that may be
too delicate for other donors to broach, including anti-corruption
work. Their use of grants rather than loans could allow the donors to
help countries experiment with methods that may, or may not, reduce
corruption. This could include training for journalists, educational
theatre, support for watchdogs or ombudsmen, and so on. Results of
these projects may be difficult to quantify, but costs are relatively low
in comparison to support for public sector reform projects, for
example. Working within a framework for co-ordination, such as the
Utstein Group, these donors could offer one-off, small-scale support for
such projects.

Conclusion: the rhetoric of comparative advantage

As this chapter has shown, it is difficult to see how donor rhetoric
regarding comparative advantage in anti-corruption work translates
into policy on the ground. The concept itself is very problematic. As
argued by Dewald and Weder, it makes sense, fiscally and organization-
ally, for donors to fund work based on their particular strengths and
leave areas where they are weak to others. However, that is not how aid
works in reality. Donors involve themselves in areas like corruption for
a number of reasons, and the reasons can rarely be explained by com-
parative advantage. Donors can thus be accused of inconsistency: they
themselves point to the significance of comparative advantage, but
rarely seem to have an understanding of the principle or apply it in
practice. There are two solutions: either donors find their real areas of
advantage and then fund projects appropriately, or they stop using the
rhetoric of advantage and admit that they fund their particular anti-
corruption projects for other more pragmatic reasons, despite the
potential downfalls of this approach. In the meantime, we need to be
cautious in evaluating claims for comparative advantage when there
are political or other extraneous reasons for making such an assertion.

This leads us to question why donors are speaking of comparative
advantage in the first place. I believe that there is genuine concern
within the donor community that this work, once begun, risks spi-
ralling out of control. We have only to return to Johannes Linn’s
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caveats in Chapter 4, regarding donor overload, to see what this means
for the Bank as well as for other donors. It is as if donors have found a
leak in the dam, but every time they patch it up, another appears, and
then another, and then another, and so on. They keep climbing up
Cassen’s ‘ladder of causation’, with little end in sight. Indeed, an area
donors seem to be contemplating, in the context of fighting corruption
and strengthening democracy, is the direct funding of political parties
in developing countries.!3? Although this has support in some acade-
mic circles,!5® there is in no way a general consensus regarding this
complex and even dangerous work.!>* One is left to question where
this work is leading and what options donors have remaining, short of
‘re-colonialization’ in the name of fighting corruption. Donors are
beginning to stop and take stock of what work is being done, by whom
and where, and looking at how effective this work has been so far. This
process needs to be completed before taking on even more complex
and controversial work.
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Conclusion

This book started with two main questions. Firstly, if the Bank has long
claimed that work on corruption was forbidden by its Articles of
Agreement, how and why did it arrive at its current position? I have
shown that it was the result of changes in both the theoretical and
political environments, including a changing ideological climate fol-
lowing the end of the Cold War; external pressures from donor govern-
ments and NGOs; internal pressures from key Bank staff, especially its
new president, James Wolfensohn; and also pragmatic institutional
concerns.

Up to the late 1980s and the early 1990s, the general consensus
among academics, politicians and aid agencies was that democracy was
a product of development and was unsustainable in a poor country.
Moreover, it was believed that a strong, authoritarian government was
a better facilitator of the sometimes painful development process, espe-
cially following the austerity measures imposed through structural
adjustment. This changed, however, with the increasing importance of
democratic peace theory, which argues that democracies do not go to
war against other democracies and are more stable overall than author-
itarian regimes. Stability has long been seen as key to the development
process, and in fact was seen by Huntington as more significant than
regime type.!

At the same time, the political environment in which the Bank oper-
ated changed dramatically following the end of the Cold War. Support
for authoritarian regimes dried up when bilateral donors no longer
needed their support to provide a bulwark against communism. The
‘peace dividend’ that was predicted never appeared, and aid budgets
decreased in the post-Cold War period. Some governments in devel-
oped countries combined ‘aid fatigue’ with a renewed interest in
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human rights and demanded less aid spent better. Many critics in acad-
emia and NGOs denounced the Bank practice of providing support for
repressive regimes. Finally, many LDCs in Sub-Saharan Africa, Latin
America and Asia chose to democratize in the immediate post-Cold
War period, and the Bank had to change the way it operated and
rationalized its programmes to take all of this into account.

Finally, there were pragmatic reasons behind the Bank'’s interest in cor-
ruption. The failure of structural adjustment to bring about the desired
changes was blamed on the inadequacy of recipient government institu-
tions, including a failure to tackle problems with corruption.

In addition, there were internal reasons why the Bank became inter-
ested in corruption. Certain individuals, predominantly found in the
AFR Region, brought about pressure to address corruption in the
region. In particular, this includes Peter Eigen, who left the Bank to
form Transparency International when he was told that he could not
deal with corruption from within the Bank; Petter Langseth, who
started working on corruption in Uganda without a clear mandate
from the Bank to do so; and finally, some Executive Directors, particu-
larly the US and Scandinavians, who put pressure on the Bank’s leader-
ship. Leadership was also key, and the Bank’s work on corruption really
took off following the appointment of Wolfensohn as Bank president
in 1996, who has staked his reputation on the anti-corruption
programme.

Despite all of this, the Bank’s non-political mandate was still seen as
a barrier to explicit work on corruption. However, once the General
Counsel provided an interpretation of the Articles that allowed for
good governance work and some scope for work on corruption, there
was an easy progression to more in-depth work than was originally
envisioned by Shihata, who retired as Counsel soon after Wolfensohn
arrived. Individual actors, such as Langseth and Eigen, proved that
working on corruption could be uncontroversial as long as it was done
with the full consent of the government and while working in partner-
ship with a like-minded partner in civil society (usually a local TI
chapter). Wolfensohn cleared the way for a new interpretation of the
Articles by declaring that corruption is an economic issue and not a
political one, hence opening the door for explicit anti-corruption work,
and a great deal of research has been done by the Bank to support his
stance. Despite this, there are internal conflicts regarding the direction
in which the programme should develop, and it is not entirely clear if
the Bank’s staff, both in Washington and in the regions, are as com-
mitted to the work as its president.
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The second major question looked at the components that make up
the Bank’s programme. These are based around a four-pronged strat-
egy: preventing corruption within Bank-financed projects, helping
countries establish anti-corruption programmes of their own, main-
streaming anti-corruption work into the Bank’s practices, and finally,
providing support for international initiatives. This same four-pronged
strategy came out of the 1997 strategy document and has continued to
provide a basic framework for the Bank’s programme. The vague nature
of this document has allowed significant movement for the develop-
ment of the programme, including several new procedures and prod-
ucts to accommodate the new work. My examination of the
components of the Bank’s anti-corruption programme led to the
following major findings.

Firstly, the programme lacks a sound theoretical foundation. It is
based upon work that sees democracy as a precondition of develop-
ment, with concomitant ideas regarding institutions, power, actors and
the role of the state. However, the Bank has only taken on board one
half of the debate regarding this relationship. The Bank is unwilling (or
unable) to acknowledge the vast and well-respected literature on the
‘developmental state’, with its focus on a strong bureaucracy and weak
civil society. Indeed, there is also little consensus among academic
studies of the appropriateness of using civil society in an attempt to
combat corruption, or of the effectiveness of donor support for civil
society. This omission is due in part to the Bank’s preference for econ-
omic studies over political ones. It has announced that corruption is an
economic issue, not a political one, and its research base reflects this.
Its research base will thus always be flawed if it maintains this distinc-
tion, as it is not possible to address the issues contained within its
current anti-corruption programme from a purely economistic base.

In this same vein, the programme is justified largely by the Bank’s
own research. This calls into question the value not only of the
research but of the work itself. It is not necessarily the case that the evi-
dence located within the Bank’s research has been devised in order to
support work already in existence or work that is planned. However,
because Bank reports and Bank papers rarely refer to outside work, it is
open to that accusation. It also calls into question the value of any
internal evaluation of the programme that is based upon the same
research.

Secondly, there are some parts of the programme that are valid and
important for the Bank to undertake, but there are others that need to
be discarded or spun off to other agencies for two reasons: either they
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violate the Bank’s non-political mandate or they overstretch the Bank'’s
capacity.

The work being done within the Bank to minimize corruption in its
own projects is valuable and, some would say, long overdue. There
have been significant improvements in procurement and in staff train-
ing and ethics. The anonymous hotline and protection of whistleblow-
ers is also important and welcome. Most importantly, the Department
of Institutional Integrity is an important sign that the Bank intends to
permanently institutionalize these procedures. In addition, much of
the work being done to mainstream concern with corruption into the
Bank’s lending is significant, particularly through the CAS process. This
is not a legally binding document and the Bank cannot hold the bor-
rower to recommendations made within it; however, it provides a
forum for open debate between the borrower and the Bank about con-
cerns that the Bank has with corruption within that country. Also, the
CAS is open to input from civil society groups and individuals, both
inside the country and from outside (for example, international
experts). It provides open and transparent documentary evidence that
the Bank has raised concerns about corruption with the recipient. This
can protect the Bank from criticism that it is not doing anything about
corruption, and it can also provide the Bank with a defence if it feels
that it cannot continue working in a country because corruption
makes its work unfeasible. It can also provide an impetus for debate
within the country because it is available online for anyone to access.

Finally, the Bank has proved to be an important voice for bringing
about awareness in the international sphere. It has been especially
influential in appealing to those involved on the ‘supply-side’ of cor-
ruption: helping support the OECD anti-bribery convention, assisting
FATF bring attention to money-laundering, calling for international
standards for accountancy to assist audits, and so on.

On the other hand, its work on developing anti-corruption pro-
grammes in borrowing countries often violates the Bank’s non-political
mandate and overloads its capacity. None of the participants in the
Core Course has produced a corruption programme in its home
country that did not already exist. This may be due in part to the fact
that it is questionable how many of the original countries ‘volun-
teered’ to take part and how many had their arms gently twisted by
McNamara during his visit to drum up support. The Bank has not been
able to successfully deal with the issue of political will, and this is
likely to continue to prove problematic in work of this kind. The diag-
nostic surveys are of questionable value in a developing country
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setting. Information has value in and of itself, of course, but it is
important that the information be used to inform anti-corruption
strategies, and it is unclear at this point how often this is occurring and
how effective it is when it does.

The clearest conflict with the Bank’s mandate is in its work on com-
munity empowerment and civil society. Shihata, the former General
Counsel, allowed for work on popular participation, but only ‘in the
design and implementation of a specific development project or
program (as opposed to popular participation in general)’.? This has
not been updated to allow for more general work. This is heavily value-
laden work conducted by an institution that has always claimed its
work is value-neutral. It assumes that certain ways of organizing
society are more worthy than others, but also that this is not an inher-
ently political decision. Referring back to the words of Tshuma: ‘the
Bank is involved in a process of social restructuring which involves the
use of state power and is therefore political’.?

The concern here is not just that this work is inherently political and
violates the Bank’s mandate, but also that the Bank may not stop here
but will continue up the ladder of political conditionality. Previous chap-
ters have examined the increasing ‘creep’ of the language of democratiza-
tion into the Bank’s work on corruption. In addition, as shown in
Chapter 3, there is no reason to believe that democratization in develop-
ing countries will foster economic growth or development. Cox reminds
us that ‘[d]Jemocratization and “people power” can move to the right as
well as to the left’, bringing a ‘danger of authoritarian populism, of
reborn fascism’.* We can see moves in this direction already in Russia,
where corruption is often cited as a reason to return to the ‘good old days’
of authoritarian rule. On the other hand, democratization can move to
the left, with civil society calling out for renewed forms of socialism,
strong trade unions, increased social welfare and protection from the
‘ravages’ of structural adjustment and the free market.

Neither of these outcomes, which is just as likely or as predictable as
any other, is discussed by the Bank as a possibility within the context
of its anti-corruption programme. Indeed, the only potential outcome
discussed is that corruption will be reduced, institutions will be
strengthened, markets will flourish and development will result. This is
largely due to the economistic approach taken by the Bank, which tries
to exclude the political from essentially political issues. It is not poss-
ible to discuss the many issues covered here - civil society, institution
building, free media, judicial reform, community empowerment, elec-
toral rules and so on - in a purely economic manner, which excludes
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considerations of power structures, class and ethnic divisions, histori-
cal trajectories, so essential to a more political approach. This is a
major constraint on the effectiveness of its anti-corruption programme,
and it will be a major constraint on any democratization work that the
Bank undertakes if it does indeed ‘push the envelope’ on this.

As I have shown, there is a wide range of sources that claim that the
Bank’s non-political mandate is actually a myth and one that cannot
withstand the current move towards political liberalization. This makes
its approach to combating corruption problematic, as it allows only
partial analysis of the issue. This impacts the research that the Bank
conducts, which seems stuck in a quagmire of trying to separate the
economic from the political in an area in which both are intertwined
and cannot effectively be separated. This negatively impacts the way
the Bank designs country strategies and implements projects. This
entire history of the Bank’s work on anti-corruption is plagued by the
distortion of its non-political mandate. Despite Wolfensohn'’s attempt
to redefine it as a purely economic issue, it is still also political. The
Bank is still tied by its non-political mandate, and the ongoing conflict
weakens the programme.

Increasingly, there seem to be crucial components of the Bank’s own
programme that it decrees must be spun-off to a ‘partner’, either
another donor or an NGO. However, this assumes that there is a
partner both willing and able to conduct the work that the Bank deems
too political for it to do itself. Chapter 5 looked at the capacity of other
donors and found that few have the capacity to take on the above
work with any degree of success in comparison to the Bank. Although
they lack the restrictive non-political mandate and are allowed to do
this work if they so choose, they lack the resources to do it on a scale
that would prove effective.

Moreover, there is the danger of increased controversy for the Bank
itself as it becomes an increasingly visible political actor, as it too
closely associates itself with the anti-corruption agenda. Any failures
could be placed at the Bank’s doorstep, and not only those directly
linked to a Bank project. For example, in Indonesia, President Wahid
has stepped down following attempts to impeach him on charges of
corruption. He has been replaced by Megawati Sukarnoputri, the
daughter of former dictator Sukarno, with close links herself to the mil-
itary. If the situation in Indonesia were to de-stabilize, the Bank itself
could be implicated because of the role it has played, not only in bring-
ing attention to the problem, but by threatening to withdraw aid
unless corruption is tackled.
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Indeed, a recent article in the Guardian newspaper points to Wahid’s
efforts to fight corruption as one of the reasons why he was
impeached:

But just as the manner of Abdurrahman Wahid’s ascent was less
than totally satisfactory, so too is his downfall. He was not voted
out of office. He lost no election. Instead he was impeached by the
very assembly that perversely thrust him into power. The reasons
were personal and political, not strictly constitutional. By attempt-
ing, however ineffectively, to tackle state corruption, prosecute
human rights abuses and devolve power from the centre, Wahid
alienated the military, the internal security forces, the Suharto-era
government apparatus, and influential elements of the business
elite.

Although there is no reason to suggest that Wahid was innocent of the
charges of fraud put before him by the Parliament, the situation has no
easy villains or heroes, and the Bank places itself in an awkward posi-
tion by putting itself at the forefront of the corruption discourse in
countries like Indonesia. It is one thing to ensure that Bank funds are
properly accounted for, but it is an entirely different matter when the
Bank plays a role in bringing down the government.

In his evaluation, Thornburgh highlights the potential for political
volatility that the Bank’s anti-corruption work could bring about. He
says:

neither the Sanctions Committee nor any other component of the
Bank has been charged with addressing a situation in which an
errant government official, and possibly even a national govern-
ment, is found to have engaged in fraudulent or otherwise corrupt
activities involving Bank funds ... such an issue would be as delicate
as any the Bank must face, and understandable that is one reason
that the Bank has not yet attempted to resolve it. But the sensitivity
of the matter would arise directly only when evidence of official
wrongdoing has been clearly established and the question is pre-
sented whether legitimate political and practical considerations may
preclude the Bank from initiating any action as a result of the
finding.b

Thornburgh is concerned here with Bank policy — would the Bank
pursue action against a national government for misuse of its funds,
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and if so, how would it do so? This seems to be worrying about finding
a band-aid when someone has cut off their arm. The concern should
not be over how the Bank will recover the funds that have been
misused, but rather how it will deal with the political and economic
collapse that could result from such high-level corruption and the
attention brought to it by the Bank itself.

In several cases in the past few years, the Bank has been linked to
turmoil resulting from high-level charges of corruption. In Papua New
Guinea, Dan Weise, a resident World Bank official was expelled from
the country and barred from re-entry, after senior government officials
accused him ‘of attempting to sabotage government policies’, includ-
ing his strong stance on corruption.” This put the Bank’s Governance
Promotion Adjustment Loan, valued at $90 million, at risk.
Negotiations between the Bank and prime minister Sir Mekere Morauta
were successful, and the Bank reaffirmed commitment on the funding,
providing that Mr Weise would be employed by the Bank as a consul-
tant on the loan, albeit based in Sydney.®

In the Philippines, the Bank was required to make an official state-
ment after receiving a number of calls to respond to allegations of cor-
ruption against high-level officials, prior to the impeachment of former
president Joseph Estrada.’ The Bank expressed concern about the situ-
ation but expected the government to deal with the problem as man-
dated.!® The Bank has been very active in denouncing corruption in
the Philippines and was in the process of completing a major report on
the subject. If found guilty, President Estrada could face the death
penalty.

In Kenya, long-time government opponent Dr Richard Leakey
stepped down as Head of the Public Service, following a vote of no
confidence.!! Prior to this, Kenya’s Constitutional Court ruled that the
Kenya Anti-Corruption Authority (KACA) was unconstitutional, sus-
pending the body and all ongoing investigations. KACA had been an
IMF and World Bank requirement for reinstatement of lending and
lacked the mandate and support of parliament.!2

In Uganda, claims were made that Vice President Specioza Wandira
Kazibwe had mismanaged a World Bank-funded valley dam project,
worth $3.4 million. Dr Kazibwe defended herself against the charges,
passing the blame on to her predecessor as well as her deputy, the
current Minister of Works.!* She was backed by President Museveni,
who suggested that malice may have had a role to play in the way MPs
jumped on the allegations.!* Dr Kazibwe was also the head of the gov-
ernment’s Anti-Corruption Unit, and had upset many MPs and impor-
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tant citizens with her high-profile investigations.!> However, the alle-
gations were never proven and she remains in her post.

These examples are intended to show the problematic nature of the
Bank’s response to allegations of corruption in its borrowing countries,
and even within its own projects. In Indonesia and the Philippines,
supporters of the two deposed leaders rioted in the streets during the
investigations, and it is still uncertain whether these fledgling democ-
racies can withstand the crises. In Kenya, anti-corruption initiatives
have been forced upon a parliament and leadership unwilling to
support them, resulting in their failure. In Uganda, the World Bank’s
star pupil on corruption, allegations of fraud appear to have been min-
imized or swept under the carpet. In each of these cases, the World
Bank’s anti-corruption activities have been tentative and confused,
demanding that national governments be seen to be doing something
about corruption and supporting investigations into fraud, and then
pulling away at the last minute when the investigations bear fruit. The
Bank issues statements about unacceptable high-level corruption, as it
did in Indonesia, while distancing itself from the leadership changes
and political turmoil that result.

I have argued that the Bank’s understanding of, approach to and its
preferred ways of dealing with corruption are inadequate, incoherent
and flawed. This is not to say that the Bank should not be concerned
about corruption. It has an obligation to protect the integrity of its
own funds, and reducing corruption is in the best interest of its bor-
rowers and its other shareholders. It can do this by pushing more
resources at its procurement division, ensuring that the bidding
process is as transparent as possible; by doing more on-site inspections
of projects; by making its own documents more freely available for
external review; and by strengthening its existing work on public
sector reform. This work is less controversial than its work on commu-
nity empowerment, more likely to be effective than its work on diag-
nostic tools, and does not require a dramatic rethink of the Bank’s
Articles of Agreement and its non-political mandate.
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processo privatizador, para la inversion extranjera y para la ayuda
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parency is a condition of credibility for the privatization process, for
external influence and for international aid for development; also
because the neoliberals have made an affinity and mutual link between
the omnipotent State and corruption an efficient instrument of propa-
ganda about the necessity to reduce the size of the state’. Galtung and
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Galtung, F. and Pope, J. (1999), ‘The Global Coalition Against
Corruption’, p. 258. In a footnote to the above passage, Galtung and
Pope write:

The prohibition against taking political considerations into account
in lending decisions was clearly designed to provide protection for
countries with one-party state systems of government — monarchies
and the like — and to prevent discrimination on constitutional
grounds. In our view, it cannot reasonably be read as excluding the
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country to meet the costs. We see their view as substantiated by the
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