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Foreword

Francis Fukuyama®

One of the major changes in the global intellectual climate over the past decade
has been a reawakening of interest in, and appreciation for, the role of the state in
development. Since the Reagan-Thatcher revolution of the late 1970s to early 1980s,
much of the emphasis in public policy has been on reducing the scope of the state and
getting government out of the way of private markets. This emphasis was appropriate
for countries like China and India that had reasonably competent but overreaching
governments. But for much of the developing world, weak state capacity is responsible
for persistent poverty, disease, drug and human trafficking, terrorism, and a host of
other social dysfunctions.

Free markets are not self-sustaining: they presume the existence of governments that
are capable of enforcing the rule of law, adjudicating disputes, and establishing property
rights as the basis of long-term investment and growth. Even the act of reducing the
scope of a state through privatisation necessitates government agencies that can value
and auction state-owned enterprises in a transparent and non-corrupt fashion.

Weak governance has been a problem throughout the developing world. But in some
cases, governance has been missing altogether as a result of war or internal conflict,
producing collapsed or failed states that abuse or neglect their own citizens and become
acute problems for their neighbours and the rest of the world. While international
politics of the twentieth century was characterised by clashes between large, powerful
and well-organised states, the twenty-first century has seen instability springing from
states that are too weak.

Recognition that ‘institutions matter’ and that good governance is a key part of any
development strategy has become widely accepted within the development policy
community in recent years. In countries with weak states and poor governance, cutting
back the state through privatisation and deregulation is not enough to trigger growth.
Market-friendly reforms need to be accompanied by positive acts of institutional reform
and state-building.

And yet, the consensus over the importance of institutions and good governance
belies several critical weaknesses with regard to implementation. The so-called first-
generation reforms — getting macroeconomic policy under control, reducing tariffs,
privatisation, deregulation, and so on — were relatively straightforward, because they
concerned policies that were at least nominally under the control of governments. But
second-generation reforms that focus on strengthening those very state institutions are
much more difficult to implement. While a handful of technocrats might be able to
‘fix’ monetary policy or a dysfunctional central banking system, there is no comparable
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group of specialists who can reform a legal system or clean up a corrupt police force.
Such institutions, which are critical for the functioning of a market economy, are large,
complex, and deeply steeped in the local traditions and culture of the societies in which
they operate. They are, moreover, at the core of the country’s political system and can
potentially threaten the interests of wealthy and powerful elites.

It is in this context that the work of Transparency International has been of critical
importance. Transparency International was one of the first organisations to recognise
the importance of governance to development, and to develop long-term strategies
for combating it. Too often in the past, development agencies and multilateral lenders
were willing to overlook corruption, believing either that it did not constitute a serious
obstacle to development, or else that outsiders had no choice but to work through
corrupt local officials. Transparency International broke the mould by putting the need
for open and competent government at centre stage.

The Global Corruption Report 2005 focuses on the construction sector. We are all
painfully aware that corruption in construction contracting is not a problem unique
to poor countries; industrialised nations from Japan to the United States have faced
continuing problems in this sector. Construction projects are big and complex and,
most important, they involve lots of money. This report, like those of previous years,
presents strategies to deal with the problems it analyses. Iraq in particular serves as an
example of the dilemmas faced by nation-builders when contracting in post-conflict
situations. There has been great political pressure to write contracts quickly, which
sometimes provides the opportunity to waive the normal acquisition rules. How to
balance competing requirements for honesty and efficacy is an ongoing dilemma with,
as this report indicates, no easy solutions.

Improving governance by fighting corruption has institutional, normative, and
political dimensions. Countries need good institutions that minimise the incentives
public officials face to take bribes. But even the most optimally designed institutions will
not prevent corruption if a society’s norms say it is acceptable to take bribes, or if the
country’s elites regard politics as an arena for self-enrichment. Finally, it is not possible
to reform institutions or change norms unless there is political will to do so. While
outside donors and lenders can try to influence behaviour through conditionality and
advice, it is ultimately up to local elites to come to grips with the problem of corruption
and make the painful choices needed to do something about it.

Transparency International contributes enormously in all of these ways: institutional,
normative and political. It has laid the groundwork for concrete reform strategies
on a country-by-country basis. It has also helped to change the moral and political
climate both in developing and developed countries with regard to the acceptability
of corruption. This year’s Global Corruption Report extends Transparency International’s
record of service to the international community in laying the groundwork for better
governance, and hence long-term development.

Note

1. Francis Fukuyama is professor of international political economy at the School of Advanced
International Studies, Johns Hopkins University, United States, and author of State-Building:
Governance and World Order in the 21st Century.
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Introduction

Peter Eigen, Chairman, Transparency International

Corruption doesn’t just line the pockets of political and business elites; it leaves ordinary
people without essential services, such as life-saving medicines, and deprives them of
access to sanitation and housing. In short, corruption costs lives.

Nowhere is corruption more ingrained than in the construction sector, the focus of
Transparency International’s Global Corruption Report 2005. From the Lesotho Highlands
Water Project (page 31) to post-conflict reconstruction in Iraq (page 82), transparency
in public contracting is arguably the single most important factor in determining the
success of donor support in sustainable development. Corrupt contracting processes
leave developing countries saddled with sub-standard infrastructure and excessive
debt.

Building a world free of bribes

However ingrained corruption seems, it can be beaten. Transparency International (TI)
has pioneered the no-bribes Integrity Pact, which includes sanctions such as blacklisting
if a bidder for a public contract breaches the no-bribes agreement (page 59). Now used
in more than 20 countries around the world, in 2003-04 TI’s campaigning bore fruit on
a global level. The Integrity Pact is increasingly being used by multilateral development
banks, a major breakthrough that will bring tremendous benefits to ordinary people
in the developing world.

In September 2004 the World Bank announced a decision to require companies
bidding on large Bank-financed projects to certify that they ‘have taken steps to ensure
that no person acting for [them] or on [their] behalf will engage in bribery’. This
breakthrough is evidence of the increasing impact of the anti-corruption movement
in shaping the global agenda.

Another initiative of TI (together with Social Accountability International and a
group of international companies), the Business Principles for Countering Bribery, offers
companies practical guidance on how to prevent corruption throughout their operations.
In January 2004 at the World Economic Forum in Davos, 19 leading international
companies took a major step towards building a corruption-free construction sector
when they signed up to Business Principles customised for the engineering and
construction industries (see page 49).

Introduction 1
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The costs of corruption

These and other initiatives are essential if we are to build a world free of bribes. More
than US $4 trillion is spent on government procurement annually worldwide. From
the construction of dams and schools to the provision of waste disposal services, public
works and construction are singled out by one survey after another as the sector most
prone to corruption - in both the developing and the developed world. If we do not
stop the corruption, the cost will continue to be devastating.

Most horrifically, the cost will be lives lost. In the past 15 years alone, earthquakes
have killed more than 150,000 people. As James Lewis writes, ‘[e]arthquakes don't kill
people; collapsing buildings do’ (page 23). Examples from Turkey and Italy demonstrate
that buildings often collapse because building and planning regulations are ignored
- and regulations are often ignored because bribes have been paid to bypass them.

In economic terms, research gathered by Paul Collier and Anke Hoeffler (page 12)
demonstrates how corruption raises the cost and lowers the quality of infrastructure.
Corruption also slows down development, reducing long-term growth rates. In short,
corruption has the potential to devastate emerging economies.

Corruption in the construction sector not only plunders economies; it shapes them.
Corrupt government officials steer social and economic development towards large
capital-intensive infrastructure projects that provide fertile ground for corruption,
and in doing so neglect health and education programmes. The opportunity costs are
tremendous, and they hit the poor hardest. Were it not for corruption in construction,
vastly more money could be spent on health and education and more developing
countries would have a sustainable future supported by a functioning market economy
and the rule of law.

Corruption also steers public spending towards environmentally destructive projects.
Peter Bosshard (page 19) points to ‘monuments of corruption’ the world over — huge
construction projects that went ahead only because bribes were paid and environmental
standards were not applied. The Yacyreta dam in Argentina, the Bataan nuclear power
plant in the Philippines and the Bujagali dam in Uganda have all been subject to allega-
tions of the improper diversion of money. Too frequently, corruption results in redundant
infrastructure projects with potentially disastrous environmental consequences.

The bricks and moriar of corruption

The list of construction projects plagued by corruption is a long one. The Global
Corruption Report 2005 presents case studies from Lesotho (page 31) and Germany
(page 51), while the country reports on China, Costa Rica, the Czech Republic, Norway
and others all cite allegations of corruption in construction during 2003-04.

Neill Stansbury describes (page 36) how the characteristics of the construction sector
slant it towards corruption: the fierce competition for ‘make or break’ contracts; the
numerous levels of official approvals and permits; the uniqueness of many projects;
the opportunities for delays and overruns; and the simple fact that the quality of much
work is rapidly concealed as it is covered over by concrete, plaster and cladding.

2 Global Corruption Report 2005
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Too often, international investors and financial institutions are also culpable in
supporting corruption. An over-readiness to lend against a background of weak oversight
and accounting safeguards has led the World Bank and regional development banks to
invest heavily in projects that have been subject to allegations of corruption. Export
credit agencies (ECAs) — semi-governmental agencies that provide guarantees and
insurance for domestic companies seeking business abroad - have also been heavily
criticised for lack of transparency and their willingness to continue working with
construction companies known to be corrupt. As Susan Hawley argues (page 595),
multilateral development banks and ECAs have an impact and responsibility far beyond
the sums of money they themselves invest, not least because the guarantees they issue
help mobilise private sector investment.

Rebuilding after war

Corruption in public contracting seems particularly intractable in post-conflict
situations, marred by weak government structures, thriving black markets, a legacy
of patronage, the sudden influx of donor funds, and the need to ‘buy’ the short-
term support of former combatants. From Iraq to Afghanistan, from Cambodia to the
Democratic Republic of Congo, time and again the lessons of the past are ignored and
corruption is allowed to thrive in the wake of conflict.

Recognising how tragically frequent conflicts are around the world, the Global
Corruption Report 2005 contains a special feature on corruption in post-conflict
reconstruction. Philippe Le Billon examines the nature of corruption in post-conflict
situations (page 73), and points to the particular damage it can do, undermining both
peace-building efforts and the rule of law, storing up serious long-term problems.

The need for anti-corruption measures is particularly acute in the first years after
conflict. As Reinoud Leenders and Justin Alexander argue in their case study of Iraq (page
82), strong and immediate measures to curb corruption will be essential when the real
spending on reconstruction starts. Without a systematic commitment to transparency
in the reconstruction process, Iraq is at risk of becoming the biggest corruption scandal
in history. The consequences for ordinary people will be immense and long-lasting.

Concrete reforms are needed

To combat corruption within the construction sector, all actors need to be involved.
Company shareholders, professional trade bodies and civil society organisations all
have a part to play in exposing and combating malpractice (see recommendations on
pages 65-70).

First and foremost, however, it is governments that bear the greatest responsibility
for ensuring the honest and transparent management of public funds. The Global
Corruption Report 2005 launches TI's Minimum Standards for Public Contracting (see
box), a baseline for all governments, both for public works and far beyond. As with
all anti-corruption measures, getting the rules right is only a first step. As many of the

Introduction 3
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Global Corruption Report’s country reports show, enforcement rarely matches up to the
standards to which governments pay lip-service.

Private sector anti-corruption initiatives have been implemented under the auspices
of the World Economic Forum (page 49) and by the International Federation of
Consulting Engineers (page 40) in attempts to bolster standards. While laudable, such
initiatives need to be implemented wholeheartedly and taken up right across the sector.
Otherwise, they will remain merely good intentions and will not succeed in creating
a level playing field.

International financial institutions have also taken steps to implement reforms.
The World Bank, for example, has started to blacklist companies known to be corrupt
(page 59). While this is significant progress, it is essential to ensure the adoption of
debarment systems by all the regional development banks as well. ECAs are also in
urgent need of reform. While they increasingly acknowledge what good practice requires
of them, concrete actions are still required. All international financial institutions have
a special responsibility to carry out due diligence on the projects and companies for
which they provide backing.

Corruption cannot be overcome without political will and courageous leadership.
Politicians and government officials are in a position to show that leadership, but
civil society must also be ready to monitor their actions, to check that they keep their
promises and hold them to account.

Our vigilance will do more than improve government finances and the quality of
investments in construction and infrastructure projects. It will ensure public money
is used for the public good, and it will save lives.

The Global Corruption Report 2005 opens with a tribute to one individual, Satyendra
Dubey, who was murdered after he courageously spoke out against corruption in the
construction of a massive highway project in India. At the Transparency International
Integrity Awards 2004, a special posthumous tribute was paid to Dubey in recognition
of his contribution to the fight to rid the world of corruption.

Transparency International’s Minimum Standards for Public Contracting

Transparency International’s Minimum Standards for Public Contracting provide a framework
for preventing and reducing corruption based on clear rules, transparency and effective control
and auditing procedures throughout the contracting process.

The standards focus on the public sector and cover the entire project cycle, including needs
assessment, design, preparation and budgeting activities prior to the contracting process, the
contracting process itself and contract implementation. The standards extend to all types of
government contracts, including:

e procurement of goods and services
e supply, construction and service contracts (including engineering, financial, economic,
legal and other consultancies)
e privatisations, concessions and licensing
e subcontracting processes and the involvement of agents and joint-venture partners.
»

4 Global Corruption Report 2005
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Public procurement authorities should:

1.

10.

11.

Implement a code of conduct that commits the contracting authority and its employees
to a strict anti-corruption policy. The policy should take into account possible
conflicts of interest, provide mechanisms for reporting corruption and protecting
whistleblowers.

Allow a company to tender only if it has implemented a code of conduct that commits
the company and its employees to a strict anti-corruption policy.!

Maintain a blacklist of companies for which there is sufficient evidence of their involvement
in corrupt activities; alternatively, adopt a blacklist prepared by an appropriate international
institution. Debar blacklisted companies from tendering for the authority’s projects for
a specified period of time.

Ensure that all contracts between the authority and its contractors, suppliers and service-
providers require the parties to comply with strict anti-corruption policies. This may best
be achieved by requiring the use of a project integrity pact during both tender and project
execution, committing the authority and bidding companies to refrain from bribery.
Ensure that public contracts above a low threshold are subject to open competitive
bidding. Exceptions must be limited and clear justification given.

Provide all bidders, and preferably also the general public, with easy access to information
about:

activities carried out prior to initiating the contracting process
tender opportunities

selection criteria

the evaluation process

the award decision and its justification

the terms and conditions of the contract and any amendments
the implementation of the contract

the role of intermediaries and agents

dispute-settlement mechanisms and procedures.

Confidentiality should be limited to legally protected information.

Equivalent information on direct contracting or limited bidding processes should also
be made available to the public.

Ensure that no bidder is given access to privileged information at any stage of the
contracting process, especially information relating to the selection process.

Allow bidders sufficient time for bid preparation and for pre-qualification requirements
when these apply. Allow a reasonable amount of time between publication of the
contract award decision and the signing of the contract, in order to give an aggrieved
competitor the opportunity to challenge the award decision.

Ensure that contract ‘change’ orders that alter the price or description of work beyond
a cumulative threshold (for example, 15 per cent of contract value) are monitored at a
high level, preferably by the decison-making body that awarded the contract.

Ensure that internal and external control and auditing bodies are independent and
functioning effectively, and that their reports are accessible to the public. Any unreasonable
delays in project execution should trigger additional control activities.

Separate key functions to ensure that responsibility for demand assessment, prepa-
ration, selection, contracting, supervision and control of a project is assigned to
separate bodies. >
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12. Apply standard office safeguards, such as the use of committees at decision-making
points and rotation of staff in sensitive positions. Staff responsible for procurement
processes should be well trained and adequately remunerated.

13. Promote the participation of civil society organisations as independent monitors of
both the tender and execution of projects.

Note

1. The Business Principles for Countering Bribery, developed by Transparency International and
Social Accountability International, provide a framework for the development of an effective
anti-corruption policy (see www.transparency.org/building_coalitions/private_sector/business_
principles.html).

6 Global Corruption Report 2005
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1 The costs of corruption

The photo, taken following the 1999 Izmit earthquake in Turkey, suggests that steel
reinforcement in concrete columns and at junctions with floorslabs offered inadequate
resistance to earthquake motion and to the load upon them. The collapsed floors remained
largely intact. (Mehmet Celebi)

Blowing the whistle on corruption in construction: one man’s

fatal struggle
Raj Kamal Jha!

Satyendra Kumar Dubey came from a family struggling to make ends meet in a
village in the impoverished eastern state of Bihar. The 31-year-old, who had trained
as a civil engineer at the Indian Institute of Technology (IIT) in Kanpur, worked as
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a technical manager with the National Highways Authority of India (NHAI). His
job was to oversee the construction of the Bihar stretch of the Golden Quadrilateral
highway project, the prime minister’s initiative to knit the country with a network
of four-lane modern roads.

On the night of 27 November 2003, Dubey was murdered. Stepping off a train at
Gaya, a town not very far from his workplace at Koderma, he waited for his car. When
it failed to show up - for reasons still unexplained, the driver was unable to start the
car that night — he boarded a cycle-rickshaw. Dubey never made it home: armed men
intercepted the rickshaw and shot him dead.

There was no word on his killers and no sign of the rickshaw-puller who witnessed
the murder. The case was already being treated as routine, another cold statistic in a
state with a poor record for law and order.

On 30 November 2003, however, the Indian newspaper the Sunday Express reported that
Dubey had written to the Prime Minister’s Office (PMO) complaining about corruption
along the 60-kilometre stretch where he worked. His request for confidentiality had
apparently not been honoured, making him vulnerable to pressure and threats.

In his letter, Dubey highlighted several instances of what he called ‘loot of public
money’ and ‘poor implementation’ at the project site. He alleged that procurement
had been ‘completely manipulated and hijacked’ by contractors, and that quality had
been compromised by subcontracting work to small contractors.

To many in India’s construction industry, this had a familiar ring. Such goings-on are
commonplace, especially when it comes to contracts. Bribery of officials and muscle-
power to browbeat other contenders are often used to win contracts. Substandard works
are churned out and public money drained.

‘Works are usually being awarded at high cost and contractors are assuring the best
quality in the execution of projects. However, when it comes to the actual execution
of works, it is found that most of the works (sometimes even up to 100 per cent) are
being sublet or subcontracted to small petty contractors who are not at all capable of
executing such big projects ... I would like to mention here that the above phenomena
of subletting and subcontracting is known to all from top to bottom but everyone is
maintaining a studied silence ... These petty contractors are bringing poor equipment
and material, giving a big setback to the progress and quality of work’, he wrote.

Dubey requested that his name be kept secret, but at the same time he let his identity
be known. He had reason to. ‘Since such letters from a common man’, he wrote, ‘are not
usually treated with due seriousness, I wish to clarify ... that this letter is being written
after careful thought by a very concerned citizen who is also very closely linked with
the project ... [K]indly go through my brief particulars (attached on a separate sheet to
ensure secrecy) before proceeding further.’

Just the opposite happened. Dubey’s letter was riddled with signatures and scribbles
of officials, indicating that it had done the rounds of Delhi’s bureaucracy. His request
for anonymity was apparently ignored, and the letter was sent to his superiors at the
highways authority with a copy to the organisation’s chief vigilance officer who, it later
transpired, had admonished Dubey for writing directly to the PMO.
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Dubey wrote a second letter, this time not to the PMO but to the chairman of his
own organisation, the NHAIL. He mentioned that he had started receiving threatening
calls.

No one took Dubey seriously, and he paid for it with his life. Lodging a first information
report with the police in Gaya, his brother stated that people whose corruption he
exposed were behind the murder. The report did not name anyone.

Gaya’s divisional commissioner, Hem Chand Sirohi, who knew Dubey, admitted: ‘no
one is safe, the mafia [criminals who grab contract tenders] will have its way’.2

The sustained coverage of his case, and the realisation that a man was murdered
for speaking up against corruption, outraged the public. One of India’s best known
faces, Infosys Technologies chief mentor and IIT alumnus Nagavara Ramarao Narayana
Murthy, issued a statement in which he urged the prime minister to suspend the
contract with the contractor involved, investigate the case as a matter of priority, and
swiftly and severely punish the guilty. He called for a good whistleblower policy. ‘Let
this be the last such tragedy in India’, Murthy said.3 The prime minister at the time,
Atal Behari Vajpayee, declared that Dubey’s killers would be punished ‘wherever they
may be’ 4

Dubey’s parent ministry, the department of road transport and highways, came out
with a statement two days later to deny any slip-up on its part. It echoed what then
minister B. C. Khanduri had said earlier: the leak of the letter and the murder were not
linked, and Dubey’s murder should be seen in the context of Bihar’s abysmal record
on law and order.

‘It is a matter of record that personnel employed in the implementation of the
NHDP (National Highways Development Project) in Bihar have been under constant
threat ... This has caused an atmosphere of fear and terror and is coming in the way of
progress of the work’, the ministry stated, claiming that NHAI itself was ‘fully alive to
the shortcomings of the existing systems and had already initiated a series of measures
to improve the procedures’.

The Dubey case was entrusted to the Central Bureau of Investigation (CBI), the
country’s premier investigating agency, but its handling of the case saw the rickshaw-
puller, the prime witness, disappear after questioning. Two suspects were later found
dead shortly after they had been questioned.

The CBI director admitted that the death of the suspects called for a harder look at the
possibility of a mafia conspiracy behind Dubey’s murder. Some arrests have since been
made — of poor residents of a village near Gaya. The CBI claims they have confessed
to ‘robbing him’ but no charge sheet has been filed yet.

In January 2004, the supreme court stepped in. Acting on advocate Rakesh Upadhyay’s
petition seeking protection for whistleblowers in the wake of Dubey’s murder, the court
issued notices to both the national and local governments. Upadhyay pointed out
that Dubey’s request for secrecy would have had legal protection had the government
enacted a whistleblower act recommended by the Constitution Review Commission
in 2002.

In March 2004, the Dubey case received international attention when the London-
based Index on Censorship posthumously honoured him with the Whistleblower of the

The costs of corruption 1

GC2005 01 intro 11 13/1/05 2:48:21 pm



Year Award. At home, pressure mounted on the government to act.® On 5 April, Justice
Ruma Pal of the supreme court proposed that a whistleblower protection mechanism be
created through an executive order, pending the enactment of suitable legislation.

This was done in April, when Solicitor General Kirit Raval obtained the court’s
approval for a scheme authorising the Central Vigilance Commission (CVC) to protect
whistleblowers and act on their complaints. Whistleblowers can now approach the
CVC(, in the public interest, with any evidence concerning alleged corruption or misuse
of office by any employee of the central government or of any corporation, company,
society or local authority controlled by the central government.

The whistleblower cannot withhold his identity, but the CVC is required to protect his
or her identity. The CVC can take action against anyone who leaks the whistleblower’s
name, intervene in cases of harassment by any authority, and order protection for
whistleblowers and witnesses. The commission can also request police assistance to
investigate complaints and, following investigations, can recommend: departmental
proceedings against the official concerned; steps to redress the loss caused to the
government; criminal proceedings; or corrective measures to prevent recurrence.

Days after the mechanism came into place, Central Vigilance Commissioner P.
Shankar said he would have been happier if the interim arrangement was not such a
watered-down version of the proposed legislation, but called it a good beginning. ‘If
Satyendra Dubey had come to me earlier, I would not have been able to do what I can
do for him today’, he said.”

Notes

1. Raj Kamal Jha is deputy editor of the Indian Express.

2. Indian Express (India), 11 December 2003.

3. BBC News, 10 December 2003, http://news.bbc.co.uk/1/hi/world/south_asia/3306075.
stm

4. Ibid.

5. Ministry of Road Transport and Highways, 11 December 2003, http://pib.nic.in/archieve/
Ireleng/lyr2003/rdec2003/11122003/r1112200336.html

6. On 9 October 2004, on the occasion of the Transparency International Integrity Awards
2004 ceremony, special posthumous recognition was given to Satyendra Kumar Dubey
on account of the courage he showed in standing up to corruption.

7. Indian Express (India), 7 May 2004.

The economic costs of corruption in infrastructure
Paul Collier and Anke Hoef/‘ler1

To assess the economic costs of corruption in infrastructure, we first need to understand
why the sector consistently ranks as the most corrupt. Infrastructure is distinctive as

an economic activity in two respects. First, it is intensive in ‘idiosyncratic’ capital,
meaning that its capital has to be designed specifically for installation. Second, it is a
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‘network’ activity, requiring government regulation. Both of these features make the
activity unusually prone to corruption.

How corruption raises the cost of capital

Because capital is to an extent different each time, it is difficult to standardise and so
benchmark the cost of installation. For example, new buildings are more difficult to
price than new trucks. Unlike with new trucks, the supplier — the builder — has much
more information about the true costs than does the purchaser. This difference in
information — known as an ‘information asymmetry’ — translates into an opportunity
for corruption. The direct effect of such corruption is to drive up the cost of building
infrastructure - that is, the capital cost. This direct effect can have various secondary
effects that alter the allocation of budgets.

Recognising the problem of corruption in the construction sector, budget decision-
makers may skew spending away from the sector. For example, a former minister of
finance for Eritrea adopted the policy of minimising construction expenditures because
he doubted the capacity of his ministry to police such spending. While the evidence
below suggests that this is a common response, if budget decision-makers themselves
are corrupt, they may decide to skew the budget towards infrastructure spending so
as to increase opportunities for corruption. If roads are more capital-intensive than
primary education, the budget may be skewed towards roads and away from education.
And if there is more opportunity for corruption in road construction than in road
maintenance, then roads may be built, allowed to fall apart, and then rebuilt: a common
scenario in Africa.

Even if decision-makers are indifferent or oblivious to corruption, the raised cost of
capital for infrastructure will induce a ‘substitution’ effect whereby less of it is purchased
than if its price were not inflated. So corruption is likely to lead to more being spent
but less being delivered.

How corruption raises the cost of running infrastructure services

Infrastructure is not fundamentally a heap of structures; it is a flow of services. Roads are
an input into transport services, power stations are an input into electricity provision,
and phone lines are an input into telephone services.

Governments usually regulate infrastructure services as their distribution systems
often include points of monopoly power, which operators could otherwise exploit.
Regulation is difficult when regulators know less than the service provider, as is often
the case. Further, the regulators themselves may need to be regulated, as suppliers may
bribe them — a phenomenon known as ‘regulatory capture’.

A supplier may spread monopoly profits around the organisation in the form of
reduced effort, inflated payrolls, and other forms of managerial slack. Employees may
exploit the monopoly in their dealings with customers; for example, they may extract
bribes for what should be standard performance.

These forms of corruption raise the recurrent cost of providing services. Further, as
with the capital cost, excess recurrent costs have both direct and indirect effects. The
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direct effect is simply the waste involved in the services actually provided. The indirect
cost is that customers will substitute for the service. For example, across Africa the
failure of monopoly provision of electricity has induced self-provision. Some small
manufacturing firms spent three-quarters of their investment on power generators.? If
this behaviour renders manufacturing uncompetitive in global markets, the true costs
of corruption in electricity provision in terms of job losses are enormous.

Quantifying the impact on capital costs

For many years proposals for infrastructure construction in Nigeria were approved
without serious scrutiny. Oby Esekwesili, the president’s senior adviser on fighting
corruption, now scrutinises the federal procurement process and has introduced a
competitive bidding process. The initial introduction of such scrutiny in effect catches
‘red-handed’ the degree of cost-inflation that was previously normal. The new procurement
system has resulted in average cost reductions of 40-50 per cent.3

This finding is complemented by econometric studies that take a comparative
approach, relating differences in the level of corruption to differences in the cost of
infrastructure (whether capital or recurrent). Econometrics has various ways of coping
with the fact that many factors other than cost vary between cases. The global study
summarised below controls carefully for differences between countries. The first study
instead tries to minimise the differences by focusing on a single country (Italy) and
studying variations between regions.

Infrastructure investment in 20 regions of Italy

Del Monte and Papagni examined regional-level public investment, which they regard
as a good approximation for investment in infrastructure, to quantify the first type of
cost identified above — the increased cost of capital.* They use an objective regional
measure of corruption, namely the official number of crimes committed against the
regional administration. Their measure of performance is the rate of economic growth,
again region by region. This measure captures both the direct effect of an increased
cost of capital — the waste involved — and the indirect effects, the substitution into or
out of infrastructure.

Unsurprisingly, Del Monte and Papagni’s research shows that infrastructure investment
raises the growth rate and that corruption lowers it. Their key finding, however, is that
- controlling for these effects — a high level of corruption reduces the contribution
that a given level of infrastructure investment makes to growth. The effect is highly
significant in the statistical sense, and it is also substantial in the economic sense.’
Specifically, an increase of one ‘standard deviation’ in the level of corruption reduces
the contribution of infrastructure investment to the growth rate by 0.29 percentage
points. In other words, instead of the region growing by 1.4 per cent — Italy’s average
growth rate during the 1990s — a region one standard deviation below the average
would have grown only 1.11 per cent. Over the course of a decade, that region would
become 3 per cent poorer relative to the regional average.
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If all of Italy’s regions could reduce their corruption levels by one standard deviation,
the annual savings just from the increased effectiveness of infrastructure investment would
be double the entire Italian aid budget.

Global infrastructure investment in telephones and electricity

In a global study, Henisz presents a picture of investment in telephone networks
and electricity generation over the course of a century, using data on more than 100
countries.® The study uses two distinct measures of performance. The first is the length
of the lag between the world’s first installations of a telephone network and an electricity
grid (in the United States), and their installations in each country under review. The
second is the level of subsequent investment in telephone networks and electricity
generation. Henisz investigates whether a high level of corruption lengthens the lag
in initial adoption and whether it lowers the level of subsequent investment.

Henisz measures the level of corruption by the ability of the political environment
to impose effective checks and balances on the abuse of power. He begins by counting
the number of nominally independent checks and balances in the system of political
decision-making. Then he introduces the extent to which each of these nominally
independent centres of power is likely to be independent in practice. To do so, he looks
at the political heterogeneity of power centres; for example, if all power centres are
controlled by the same political party, they are less independent than if they are controlled
by different parties. Finally, Henisz allows for the degree of political heterogeneity within
each power centre. A low-corruption environment involves many checks and balances,
each politically independent and each subject to the discipline of internal political
contest. At the other extreme, corruption thrives where checks and balances are few in
number and ineffective because of a concentration of political power.

Henisz finds that corruption, so defined, has significant and substantial effects. He
considers the benefits if political constraints are one standard deviation better than
the average. In Africa, such an improvement would have raised the likelihood that a
telephone network would be installed within 50 years of the first global installation
from 15 to 38 per cent. The study found similar effects in other regions, and for
electricity generation. The same improvement of one standard deviation would also
have raised the subsequent rate of infrastructure investment. It would have raised the
annual rate of investment in the telephone network by 0.8 percentage points, and in
electricity generation by 0.5 percentage points. Over decades, such effects amount to
major differences in infrastructure provision.

Corruption and infrastructure investment: a summary

Both of these best practice studies have the same message: corruption has large and
adverse effects on infrastructure investment. The global study finds that, controlling for
other features of the environment, a high level of corruption will substantially delay the
introduction of new types of infrastructure and will substantially reduce the pace at which
it is subsequently accumulated. The Italian study shows that even this substantially
understates the damage done by corruption. It finds that a given level of expenditure
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on infrastructure investment is much less productive in corrupt environments. Hence the
distinct effects found in the two studies are cumulative: corruption lowers expenditure on
infrastructure and reduces the productivity of that expenditure. Yet the costs of corruption
do not stop here.

Quantifying the impact on recurrent costs

Turning to the effects of corruption on recurrent costs, the following set of comparative
econometric studies again adopt complementary approaches: two focus on a particular
region and sector at a particular time, to reduce problems of comparability; the third
takes a global approach and looks at a wide range of infrastructure services.

Water in Africa and electricity in Latin America

The regional studies focus on running costs of utilities, taking their capital investment as
a given. They are concerned with how efficiently a given amount of capital investment
is combined with labour and other inputs to produce a flow of services.

In their study of water utility companies in Africa, Estache and Kouassi compare
productivity among 21 companies.” Benchmarking on the most efficient company,
they measure the extent to which the other companies fall short of this standard and
attempt to explain why they are less efficient. The level of corruption prevailing in the
country is one among many explanatory variables. Controlling for all other variables,
the authors find that the level of corruption is highly significant in the statistical sense,
and is substantial in the economic sense.

The level of corruption is measured on a 16-point rising scale with the average level
being 10.2. Estache and Kouassi find that a one-point reduction in corruption raises
the level of operating efficiency by 6.3 per cent. If these water utilities were operating
in non-corrupt environments (1 on the scale), they would have an average increase in
efficiency of 64 per cent. The prices the firms charge could thus be 64 per cent lower.
In other words, nearly two-thirds of the operating costs were due to corruption. Even
a reduction of corruption by one point from the 10.2 average to 9.2 (which is entirely
within the range of the data) reduces costs by 6.3 per cent, which is a large effect. Indeed,
the authors point out that it exceeds the total gain achieved from privatisation.

A study by Bo and Rossi of 80 electricity utilities in 13 Latin American countries
uses two measures of national variations in corruption, TI's Corruption Perceptions
Index and the International Country Risk Guide corruption index.? It finds both to
be significant. This study controls for other effects on the efficiency of electricity
generation. It uses two measures of performance, the number of workers employed
—and hence labour productivity — and total operational and maintenance costs. With
two measures of corruption and two measures of performance, the authors are able
to check the robustness of their results. They find that both measures of corruption
significantly and substantially affect both measures of performance.

Bo and Rossi consider what would happen if the median country in their sample
(Brazil) had the corruption level of the least corrupt country in their sample (Costa
Rica). This is approximately equivalent to asking what would happen if all countries
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reduced their corruption to the level of Costa Rica. The effects on efficiency would be
substantial. The labour force needed to produce the same amount of electricity would
be reduced by 12 per cent.” Electricity would certainly be cheaper; the authors find
that operational and maintenance costs would fall by 23 per cent.

Hence both studies find large and significant effects of corruption on the recurrent
costs of infrastructure services. Both assess direct costs only, namely the higher prices
that must be paid for services actually delivered. These studies do not estimate indirect
costs from poor services, such as the loss of jobs and investment in manufacturing.

The global performance of infrastructure services

Kaufmann, Leautier and Mastruzzi take a global view of the performance of infrastructure
services.19 Their basic unit of observation is not a country but a city: they consider
412 cities in 134 countries. Their measure of performance is access to services and the
quality of service delivery for water, sewerage, electricity and telephones. The authors’
measure of corruption includes information at the level of the city as well as for the
country as a whole. They observe the extent of bribery for utilities in cities; at the
national level, they measure the extent of ‘state capture’ of the regulatory process, and
the extent to which corruption is controlled. The question is whether, controlling for
other characteristics, these measures of corruption affect the delivery of any or all of
the infrastructure services considered.

They find that each measure of corruption has significant and substantial effects
on both access to services and on the quality of service delivery. The many findings
support the conclusion that corruption at the city level is important, over and above
other influences, for the quantity and quality of service delivery.

Corruption and infrastructure services: a summary

These ‘best practice’ studies convey the same broad message — corruption significantly
and substantially worsens infrastructure services. Yet the detailed problems to which they
point are distinct. The focused studies are concerned with the costs of operation. They
show that corruption raises the cost of delivering a particular volume of service. The
wide-angle study is not concerned with the cost of operation but with the volume
and quality of services delivered. It finds that corruption reduces access to services,
which may well be a direct consequence of the cost-raising effect: with higher costs of
operation, less can be provided. The adverse quality effect is entirely distinct, however.
Indeed, higher operating costs caused by corruption may have been expected to be
compensated by higher quality. The opposite is the case: corruption both raises costs and
lowers quality.

Conclusion: costs, costs and more costs

Initial research on the consequences of corruption encountered the technical problem of
‘endogeneity’ — corruption was clearly correlated with a lot of adverse outcomes but may
not be their cause. Recent research has gone a long way to overcome these problems of
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interpretation. One approach is to narrow the question. The studies discussed above all
focus not on the general consequences of corruption, but on various specific problems
related to infrastructure. Further, within infrastructure, some focus on investment in
the sector, whereas others focus on the services it provides. Another approach is to
narrow the range of observations considered. Some of the studies have concentrated
on a single type of infrastructure and a single country or region.

What comes out of this more focused approach is both greater confidence in the
results, and a range of distinct costs generated by corruption. Between them the studies
reviewed have found four distinct, yet coexisting, costs of corruption to be significant
and substantial for infrastructure:

1. Corruption delays and reduces expenditure on infrastructure investment (for
example, globally, a modest reduction in corruption would increase investment in
telecoms by 0.8 percentage points).

2. Corruption reduces the growth generated by a given expenditure on infrastructure
investment (for example, in Italy, the same modest reduction in corruption would
increase growth by 0.3 percentage points, even with unchanged investment).

3. Corruption raises the operating cost of providing a given level of infrastructure
services (for example, in Latin America, reducing corruption to the level of Costa
Rica would reduce operating costs in electricity by 23 per cent).

4. Corruption reduces the quality of infrastructure services and limits access, especially
for the poor.

The true total cost of corruption in infrastructure is at least the sum of these costs. It
amounts to lower current living standards, with the poorest hit hardest; and slower
growth. Indeed, expensive and low-quality infrastructure may inflict costs on society
that are far in excess of the money directly wasted in the process of provision.

However, the approach taken in these studies also carries an implicit message of
hope. The basis for the studies is variation — we can quantify the costs of corruption
only because its extent differs so markedly between places that are in other respects
rather similar. In other words, it doesn’t have to be this way.

Notes

1. Paul Collier is professor of economics at Oxford University where he directs the Centre
for the Study of African Economies. Anke Hoeffler is a research officer in the economics
department.

2. P. Collier and J.W. Gunning, ‘Explaining African Economic Performance’ in Journal of

Economic Literature 37 (1999).

. Personal communication to the authors.

4. Alfredo Del Monte and Erasmo Papagni, ‘Public Expenditure, Corruption and Economic
Growth: the Case of Italy’ in European Journal of Political Economy 17 (2001).

5. ‘Significance’ is a statistical concept, indicating to what extent the result is reliable. A
result can be statistically significant and yet of little interest if the effect it identifies is
small in economic terms.
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Industrial and Corporate Change 11 (2002).

7. Antonio Estache and Fugene Kouassi, ‘Sector Organization, Governance, and the
Inefficiency of African Utilities’, mimeo (World Bank Institute, 2002).

8. Ernesto Dal Bo and Martin A. Rossi, ‘Corruption and Efficiency: Theory and Evidence
from Electric Utilities’, mimeo (University of California, Berkeley, and University of
Oxford, 2004).

9. This does not imply that in a low-corruption environment 12 per cent of electricity
workers would lose their jobs. Because electricity would be cheaper, more of it would
be produced.

10. D. Kaufmann, F. Leautier and M. Mastruzzi, ‘Governance and the City: An Empirical
Investigation into the Global Determinants of Urban Performance’, mimeo (World Bank,
2004).

The environment at risk from monuments of corruption
Peter Bosshard!

In July 2002 a British subsidiary of the Norwegian construction company, Veidekke,
admitted having made a payment of US $10,000 to a senior Ugandan civil servant in
1999. Richard Kaijuka, at the time Uganda’s energy minister, acknowledged receiving
the payment, but maintained it was not a bribe. After the payment Veidekke became a
member of the construction consortium chosen for the Bujagali hydropower project,
following a procurement decision that was not based on full international competitive
bidding. When allegations of bribery surfaced the World Bank suspended its financial
backing, and the project became the subject of anti-corruption investigations by the
World Bank and four different governments.2 At the time of writing, the Bujagali dam
project is still stalled. The cumulative environmental impacts of Bujagali and other
dams on the Nile have never been assessed.

A case study from Indonesia

The Jatigede dam on the Cimanuk River is supposed to produce power and bring
irrigation to the farmers of West Java, Indonesia. It will submerge a land area of 49
km2, drown 30 villages and displace around 41,000 people. Construction is expected
to start in 2005. The US $964 million dam project will increase erosion in the reservoir
area and flood a valuable archaeological site.

In September 2003 the Bandung Legal Aid Institute, an Indonesian NGO, claimed
that US $700,000 earmarked as compensation for two communities affected by the
Jatigede dam were diverted from the project budget. On average, the farmers covered
by the institute’s survey received only 29 per cent of the official value of their land and
houses. The dam project has also been associated with serious human rights abuses.?

Environmental experts argue that the Jatigede dam is not needed. Rehabilitating
deforested lands and reviving the region’s silted rivers would do more to prevent floods
and droughts. ‘Reforestation should become the first priority for maintaining the water
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catchment area, without which there would not be enough water to fill up the reservoir’,
says Usep Setiawan of the Working Group on Conservation for Nature and Natural
Resources. Supardiyono Sobirin of the Sunda Forestry and Environment Expert Board
agrees. ‘The main difficulty of reservoirs in West Java is the water supply because river
flow areas have been damaged and cannot provide water to the reservoirs’, he said.
‘Why would they build more reservoirs if there is no water?’

The plan to build the Jatigede dam rather than promote more sustainable alternatives
may be part of a wider pattern of distortion in Indonesia’s development planning
process. In August 1997 staff members of the World Bank’s Jakarta office prepared a
confidential report on corruption in development projects in the country. The leaked
report found that:

Most GOI [Government of Indonesia] agencies have sophisticated informal systems
for diversion of 10-20 per cent of the development budget under their management,
and for utilising the proceeds diverted to supplement their inadequate operations
funds and their compensation. These arrangements vary widely among GOI agencies,
but almost universally depend on the payment of percentage or lump sum rebates
or ‘kick-backs’ by contractors implementing projects from the agency development
budget. Such payments are informal but regarded as an overhead or informal ‘tax’
by most firms doing business with GOI, and are typically included in the unit prices
or bills of quantity for the contract.*

‘In aggregate’, the report estimates that ‘at least 20-30 per cent of GOI development
funds are diverted through informal payments to GOI staff and politicians’. All payments
identified by the report are linked to decisions favouring new investment projects. The
document mentions numerous cases in which 50-80 per cent of the funds budgeted for
land acquisition and resettlement assistance were diverted. This is hardly an incentive
for minimising resettlement.

Communities affected by projects like the Jatigede dam pay the price for the diversion
of development funds. Society at large and the environment also suffer indirectly
from a decision-making process that is fraudulently skewed towards approving new
investment projects even when other options — for example, reforestation or sustainable
water management programmes — are more appropriate.

Monuments of corruption

Corruption in the development planning process is not an isolated phenomenon, nor
is it confined to Indonesia. The Bataan nuclear power plant is the Philippines’ largest
investment project and cost more than US $2 billion. Westinghouse was controversially
awarded the main contract after the late Filipino dictator, Ferdinand Marcos, personally
overturned the initial contract decision.® Westinghouse admitted paying US $17 million
in commissions to a friend of Marcos, though it maintained that the payments were nota
bribe. The reactor sits on an active fault line that is part of the Pacific’s ‘rim of fire’, creating
a major risk of nuclear contamination if the power plant ever becomes operational.
Completed in the 1980s, the plant has never produced a single unit of electricity.
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Yacyreta on the border of Argentina and Paraguay is one of the largest hydropower
projects in Latin America. Built with World Bank support, the dam is flooding the Ibera
Marshes, a unique ecosystem that has remained almost undisturbed for centuries. Due
to cost overruns, the power generated by Yacyreta is not economic and needs to be
subsidised by the government. According to the head of Paraguay’s General Accounting
Office, US $1.87 billion in expenditures for the project ‘lack the legal and administrative
support documentation to justify the expenditures’.

Enron’s Dabhol power plant threatens to destroy a fragile coastal area in India. A
representative of Enron admitted that the company paid US $20 million ‘on [the]
education and project development process alone, not including any project costs’.”
The multi-billion dollar plant was mothballed in 2001 because its electricity was
prohibitively expensive.

The reservoir of the Bakun dam in Sarawak, Malaysia, will submerge 700 km? of
tropical rain forest. The mandate to develop the project went to a timber contractor
and friend of Sarawak’s governor. The contractor had never developed a power project
before and lost the contract after a few years, but he managed to log the project area
during this period. The provincial government of Sarawak is still looking for customers
to consume the power to be generated by the project.

The list goes on. None of the projects mentioned above make any economic sense.
They had serious environmental and social impacts, and should never have gone
forward in the first place.

The political economy of infrastructure development

Corruption and cronyism have environmental and social impacts that go far beyond
the individual projects tainted by bribery. They skew the planning and decision-making
processes in important sectors of infrastructure development. Large, centralised, capital-
intensive greenfield projects offer decision-makers more scope for kickbacks, bureaucratic
control and political prestige than decentralised, community-based services. They also
offer more scope for private gain than the rehabilitation of existing infrastructure, or
non-structural options such as reforestation programmes or demand-side management
measures. Because of this bias, decision makers often favour large-scale public works
projects even if the alternatives would make better economic sense and would have
less harmful social and environmental impacts.

Corruption - the misuse of public or private office for personal gain — extends beyond
straightforward bribery. Planning processes in the infrastructure sector touch on
important vested interests. Their outcomes affect the prestige of politicians, the budgets
and personnel of bureaucrats, and the follow-up contracts of external consultants.
Decision-makers are therefore under strong pressure to treat project options on the
basis of factors other than their merits.

The special role of the consulting industry

Consultants who are commissioned to assess development options in a particular
sector are usually aware that their clients have an interest in promoting new greenfield
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investments. They are equally aware that environmental impact assessments should
not stop projects that enjoy political support. Even if they find that a project has
unacceptable environmental impacts, they are under pressure to recommend mitigating
measures for it, rather than promote less destructive alternative options. If consultants
assess projects solely on their merits, they risk obtaining no future contracts. This
causes what a World Bank report on involuntary resettlement in 1994 called ‘excessive
appraisal optimism’. It is a form of corruption that distorts the planning process to the
benefit of projects with large budgets, contracts and prestige — and often with massive
social and environmental impacts.

The ‘political economy’ of infrastructure development was clearly identified by the
independent World Commission on Dams (WCD). The WCD'’s report, published in
2000, says:

At whatever level, vested interests can distort the decision-making process, undermining
development. Decision makers may be inclined to favour large infrastructure as they
provide opportunities for personal enrichment not afforded by smaller or more
diffuse alternatives. The consequences frequently directly affect the poor and the
environment. Allegations of corruption have tainted many large dam projects in the
past but have seldom resulted in prosecution in court.®

Overcoming corruption in infrastructure development

Transparency International has developed tools such as the Integrity Pact for combating
corruption in the field of public procurement. Integrity Pacts are contracts between
government offices and companies bidding for particular projects. They prohibit
bribery, ensure transparency in the bidding process and foresee sanctions in the case
of violations. In infrastructure projects, such pacts can also include private investors
and consultants.’

‘Comprehensive Options Assessment’ is one of the strategic priorities proposed by
the World Commission on Dams.!0 The principle has been officially endorsed by many
governments and financial institutions, but is often not implemented in practice.

The World Bank has adopted a specific guideline to rule out conflicts of interest in
dealing with consultants. This guideline states:

Bank policy requires that consultants provide professional, objective and impartial
advice and at all times hold the client’s interests paramount, without any consideration
for future work, and that in providing advice they avoid conflicts with other
assignments and their own corporate interests.!1

If strictly adhered to, this guideline would go a long way towards avoiding fraudulent
practices in assessing and preparing options of infrastructure development. However,
like other guidelines, it is not always implemented.

Sunlight is the best disinfectant. Complete transparency is needed to discourage
fraudulent practices in the process of assessing the needs and options of infrastructure
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development. Parliaments and civil society organisations must hold governments and
financial institutions accountable for their decisions even during the early planning
stages of infrastructure development.

Notes

1. Peter Bosshard is policy director at the International Rivers Network.

2. The Norwegian authorities dismissed the case in 2003 through lack of evidence (see
Norway country report). For a summary of the Veidekke/Kaijuka case, see Development
Today, 5 August 2002.

3. Bandung Legal Aid Institute, Facts of the Violations of Human Rights and the Law: Corruption
in the Jatigede Dam Project in Sumedang, West Java (Bandung: 2003).

4. ‘Summary of RSI Staff Views Regarding the Problem of “Leakage” from World Bank
Project Budgets’, undated.

5. See A. Timothy Martin, ‘International Arbitration and Corruption’ in Transnational
Dispute Management 1 (2004).

6. Francisco Galiano, head of Paraguay’s General Accounting Office, as quoted in Ultima
Hora, 3 September 2004.

7. Testimony by Linda F. Powers before the Committee on Appropriations, Subcommittee
on Foreign Operations, US House of Representatives, 31 January 1995.

8. World Commission on Dams, Dams and Development (London: WCD, November
2000).

9. For an elaboration of this principle in the context of dam building, see Michael H.
Wiehen, ‘“Transparency and Corruption Prevention on Building Large Dams’, paper for
the World Commission on Dams (1999).

10. WCD, Dams and Development.
11. World Bank, Guidelines: Selection and Employment of Consultants by World Bank Borrowers
(Washington, DC: World Bank, 2004).

Earthquake destruction: corruption on the fault line

James Lewis!

Earthquakes don’t kill people; collapsing buildings do. While earthquakes may not
be preventable, it is possible to prevent the disasters they cause. In the past 15 years,
there have been more than 400 recorded earthquakes in 75 countries rendering almost
9 million people homeless, injuring 584,000 and causing 156,000 deaths.2 Many of
these deaths were the result of buildings that folded in on themselves because concrete
was diluted, steel bars were excised, or otherwise substandard building practices were
employed. It is difficult to evaluate the extent to which corruption might have played
a role. However, the accompanying examples from Italy and Turkey illustrate that
the marriage of corrupt contractors and corrupt building inspectors and other public
officials resulted in ignored building codes, lax enforcement and the absence of on-site
inspection, which is deadly when it occurs in earthquake-prone areas.
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The building process

Building construction involves a process of physical covering. Starting in the ground
with foundations, it proceeds with the superstructure of walls, columns, floors,
staircases and roofing. Each stage is concealed, from foundations under the ground,
steel reinforcement before concrete is poured, to the last coat of paint. Mistakes and
omissions (accidental or intentional) have to be identified and rectified within each
stage. Pressures on builders to complete on time, increased by financial incentives and
impeded by late deliveries and weather, create circumstances in which temptations are
rife for expediency and shortcuts.

Areas at risk of being hit by an earthquake or other natural disaster present construction
firms and engineers with an additional level of complexity. Reinforced concrete is
relatively cheap and a convenient, though rigid, construction material, whereas timber
is more flexible but requires skills and materials not always locally available and is
inappropriate for larger buildings. Flexibility responds to earthquake motion where
rigidity does not. Concrete can be used in earthquake-resistant constructions, but needs
to be of high quality and applied using a vibration machine to ensure that it penetrates
throughout necessarily complex steel reinforcement. Vibrators require on-site generators
or mains electric power, which imply additional costs. Controlled concrete is best
achieved by specialist and centrally inspected off-site suppliers; less easily inspected
on-site mixing is subject to expediency, substitution and omission.

Engineered buildings design in an additional ‘earthquake factor’ for earthquake
resistance, the degree of which is a matter for regulation or professional analysis. But
the factor can be exceeded by actual earthquakes of greater magnitude. Even inspected
buildings can fail; older and decayed buildings can collapse.

Problems with oversight

Most countries, regardless of their stage of development, have moderate-to-good
building and safety codes. Many could be improved: in India, for instance, where an
earthquake in Gujarat in 2001 killed 20,000, codes required inspectors to inspect plans
but not the buildings themselves during the building process. In most cases, though,
the main problem is implementation of codes. A proper enforcement system needs
trained engineers, rules and regulations, and periodic inspection. Corruption adds to
this problem when building permits are obtained through bribes and political favours,
or inspectors are paid to turn a blind eye to design or building practices that deviate
from the code specification.

Financial resources and trained personnel are needed to be able to inspect the work
of contractors. Public officials employed to inspect building codes and grant permits are
rarely well paid in any country, and there is almost always the problem of understaffing.
Where the rate of housing growth is rapid, such as in Turkey, ‘it is a daunting task to
carry out proper building inspections even assuming the necessary political and ethical
will’, according to Alpaslan Ozerdem, an expert in disaster management.3 He suggests
another approach would be to increase public awareness and make potential house
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buyers become the inspectors: ‘if people showed as much interest in earthquake safety
... as they show in the type of tiles, doors and taps ... building contractors would stick
to the rules and regulations’.

The state’s role in the construction of dangerous buildings is not limited to failure
to ensure proper inspections. Acts and omissions by states can actually contribute to
the extent of disasters, especially when this occurs in a context where corruption is
prevalent throughout government services. Research into the catastrophic 1999 Kocaeli
earthquake in Turkey identified ‘organisational deviance’ in the pursuit of risk-laden
policies, corruption tolerated or tacitly encouraged to serve organisational goals, failure to
develop regulation in the construction industry, encouraging or forcing land settlements
in hazardous zones, post-disaster cover-up and concealment of evidence, and promotion
of policies directly contributing to corrupt practice in the construction industry.*

Agencies such as UNESCO and UN-Habitat have helped push for codes for earthquake-
resistant construction, and international demands for improved construction are
repeated after every earthquake. The UN Chronicle recently carried a plea by experts
working in the field for ‘the enforcing of internationally accepted standards of safety for
schools and hospitals everywhere in the world’. To mitigate the impact of earthquakes
by reducing the risk of corruption:

e legislation and enforcement should be tightened, and adequate, trained and
empowered inspections should be made of construction projects both during the
design and the building stage

e controls over building construction by local governments should be evaluated
and redefined

* participation in earthquake insurance should be encouraged and made to be a
vehicle for requiring independent certification of conformity with construction
codes

e training, licensing and regulation of engineers and architects should include
training in earthquake-resistant construction

e standardised design of government buildings should be re-examined with a view
to more stringent applications

* strict restrictions should be placed on overcrowding and upper-storey extension
of existing buildings and on maintenance of old, damaged and poorly maintained
buildings

® access to controlled provision and supply of (off-site) ready-mixed concrete should
be facilitated.®

The media and civil society have an important role to play in pushing for an improved
construction system in earthquake-prone areas:

e citizens need to be encouraged to hear a second opinion on safety if they have
any doubts about the work of contractors
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citizens should be trained to spot the most egregious departures from building
codes

local NGOs should provide second opinions and act as watchdogs, possibly with
the help of voluntary pools of engineers from local universities or chambers of

engineers.

Box 1.1 The Italian mafia’s legacy of high-rise death traps

David Alexander!

In Italy there are four mafias, all based in the Mezzogiorno, the southern half of the country:
Cosa Nostra; the Camorra; the Ndrangheta and the Sacra Corona Unita. Traditionally all four
have been active in extortion, racketeering, theft and smuggling. The gradual relaxation of
border controls and the increase in the volume of international trade and travel led them
to shift their focus to the drugs trade, gambling, people-trafficking and the construction
industry, all of which are more lucrative than their traditional activities. Money laundering
and illicit investment in the construction trade have been natural consequences of the
vast sums accumulated in the conduct of these businesses.

During the period of the so-called ‘First Republic’ (1948-90), Cosa Nostra and the
Camorra developed strong links with leading Italian politicians in the ruling Christian
Democrat party. This enabled them to expand their business activities enormously under
the cover of parliamentary approval engineered by powerful figures in the political
establishment. One of the most visible effects of corruption was the huge investment in
unregulated building projects, which not only caused ubiquitous environmental damage
but also spread vulnerability to earthquakes.

In Italy, earthquakes are larger and more numerous in the Mezzogiorno. A major seismic
event may destroy or significantly damage up to half a million buildings, leading to a
massive demand for reconstruction and, obviously, the funds to achieve it. During the
second half of the twentieth century the main source of the latter was direct, regressive
taxation, particularly through increases in the price of gasoline at the pump. As there was
no organised system of insurance of structures against earthquake damage, the government
acted as the ‘insurer of last resort’, directing large amounts of public money to regional,
provincial and local authorities, and to state agencies such as the Cassa per il Mezzogiorno
(Southern Development Fund). South of Rome, all of them were reportedly corruptible.

In 1968 14 small earthquakes caused significant damage and more than 200 deaths
in the Belice Valley of western Sicily. By 1983 very little had been done to reconstruct
buildings, and large sums of government money had simply disappeared, the victim of
poor accounting, opaqueness in public administration and the business interests of the
underlying black economy. Eventually, reconstruction did occur, but under the impetus of
concerted attempts to break the power of the mafia, attempts that led to the assassination
of an armed forces general and various senior investigative judges.

The largest earthquake of the second half of the twentieth century occurred in 1980
in an area extending from Naples to the boundaries of Apulia. Some 2,735 people were
killed, 8,841 were injured and 400,000 were left homeless. Some 637 settlements spread
over an area of 23,000 km? reported damage. In terms of mass casualties, the worst
effects took place where large, fully occupied buildings collapsed spectacularly. One
of the most notorious examples was the complete collapse of the maternity wing of a

»

26 Corruption in construction

GC2005 01 intro 26

13/1/05 2:48:24 pm



six-storey hospital at Sant’Angelo dei Lombardi, in Avellino, east of Naples. Almost all of
its occupants were crushed to death. Subsequent investigation showed that the plans for
this fairly new, reinforced concrete-framed building were adequate, but it had been built
with substantial economies in materials (the foundations were too shallow and several
hundred structural members were missing from the frame). While it is not clear that the
Camorra were involved, there was certainly a failure to control and inspect the building
works and a desire to flout the rules on the part of the builders. Many other such lapses
were revealed amid the wreckage of modern buildings that failed to withstand the tremors.
An unknown but probably large number of these were related to illicit speculation in
construction promoted by the Camorra.

During the aftermath of the 1980 earthquake, clear evidence emerged of attempts
by the Camorra to take command of the rebuilding process and to siphon off the funds.
There were widespread delays in the reconstruction of basic infrastructure, schools and
hospitals at the same time as there was a boom in speculative building of housing. This
dual process indicates the success of the Camorra’s strategy, as it points to interference in
the urban planning and building-contract tendering processes. Many of the new buildings
were not built sufficiently well to withstand major earthquakes, either because building
codes were ignored or because they were slow to be updated. Prominent local politicians,
such as the mayor of Pagani, who opposed the Camorra’s involvement in reconstruction,
were assassinated.

It was left to Italy’s ‘Second Republic’, shorn of its most notorious corrupt political
leaders, to investigate and impose controls on how central government funds were
distributed to potentially corrupt local and provincial authorities. This did not happen
until 1993-94.

The historical roots of corruption, and the persistence of the social and economic
conditions that foster it, mean that it will not disappear overnight. The four mafias have
suffered considerable setbacks, including loss of the parliamentary support that was once
so unwavering, but they are resourceful and have diversified business enterprises. If nothing
else, the huge rash of uncontrolled speculative building that they promoted in the late
twentieth century represents a major source of vulnerability to future earthquakes in
southern cities such as Reggio Calabria, Messina and Catania. In Italy, neither corruption
nor earthquakes is an exclusively southern phenomenon, but they are both decidedly
more pronounced and deep-rooted in the Mezzogiorno.

Note
1. David Alexander is professor and head of the disaster management subject group at Coventry

University, Britain. His books include Natural Disasters, Confronting Catastrophe, and Principles of
Emergency Planning and Management.

Box 1.2 Turkish homeowners demand an end to earthquake devastation

William A. Mitchell and Justin Page’

During the twentieth century Turkey experienced about 60 severe earthquakes, which

contributed to more than 250,000 casualties and almost 650,000 destroyed buildings.
4
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Most of the buildings were improperly sited, poorly built and inadequately reinforced.
The Dinar earthquake in 1995, occurring just over three years after the Erzincan
earthquake, generated a crescendo of public awareness and media outcry. This outcry
was especially strong in urban Turkey, home to over 70 per cent of the population of
about 70 million.

Much of the population shift to the cities results from villagers moving from economically
non-viable areas of the east and entering informal squatter communities (gecekondu) in
the suburbs of large cities. These settlements are greatly at risk from earthquakes, and
the problem is increasing. Although earthquakes are not preventable, the material and
human damage that often accompany them can be greatly reduced by implementing
a combination of social and technological changes. Enforcing, and complying with,
statutory construction codes, honesty in granting contracts, and ethically conducted
public procurement tenders could prevent thousands of fatalities in Turkey.

Corrupt construction practices place even more financial stress on the existing
macroeconomic stabilisation plans to correct the chronic short-term problems of capital
flight, loss of foreign exchange reserves, inflation, and large current account deficits. When
an earthquake disaster occurs, the extremely difficult but important actions necessary
for long-term economic stability are forced to the background and Turkey’s longer-term
structural adjustment challenges are compounded.

In Turkey, as in other countries, earthquake victims are often described as people
simply experiencing an act of fate or God's will. What this masks, however, is inadequate
knowledge of the basics of seismic-resistant construction, which has allowed a worsening
of corruption within the Turkish construction industry and in the enforcement of building
codes. Such a tendency was reinforced by a lack of critical scrutiny from Turkish officials
and the media towards faulty construction in most major earthquakes up until the most
recent disasters.

Following the 1992 Erzincan disaster, the public began to learn more about reasonable
expectations for seismic-resistant construction and started to call for more efficient
governmental management of construction. The print media, especially the Turkish Daily
News, began to directly criticise the government of Erzincan for ‘incompetence and
inexperience’ as well as ‘inefficiency’. Other news stories focused on the blatant violation
of construction codes in place since 1973, which prohibited the construction of buildings
more than three stories tall. Many of the buildings exceeding the three-storey legal limit
collapsed or were heavily damaged, presenting clear evidence of faulty construction.?

The Erzincan disaster reinforced the voluminous literature demonstrating that poorly
built, non-reinforced structures constructed on improper sites with disregard for geology
and seismology, particularly near and on the North Anatolian fault zone, collapse in severe
or major earthquakes with large numbers of casualties.

The Dinar earthquake was Turkey’s sixth significant earthquake in 25 years. There was a
relatively low cost in terms of human lives, but major or total damage was suffered by 37 of
Dinar’s public buildings constructed entirely by government contractors using questionable
techniques and standards. Following the Dinar earthquake, the level of awareness of the
Turkish public towards disasters was heightened and there were increased demands for
more sound construction practices.3

While the Dinar earthquake served as a catalyst for more public awareness of faulty
construction techniques and corrupt practices, the 1999 Izmit disaster was a full awakening
to the problem facing urban populations. More than 15,000 people died with more than
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twice this number injured and 200,000 left homeless. The disaster led to a crescendo of
opposition towards corrupt and shoddy building practices, spearheaded by a number of
outspoken newspapers. Immediately following the earthquake, media outlets launched
harsh criticism of the government’s slow disaster response which caused more fatalities
as victims waited for assistance in the form of sanitation, water, shelters, and search and
rescue. Attention soon focused on corruption and its impact on construction as a direct
reason for the massive loss of lives.

If the Izmit response represented the worst side of Turkey’s public administration, the
response to the Bingol earthquake in 2003 embodied the best. Governmental and military
response and search and rescue were both quick and efficient and garnered high praise.
The issue of past corruption in construction was brought to the forefront and the press
was quick to assert that this earthquake was similar to most previous ones concerning
quality of construction. Many political leaders and academics complained and accused
builders, contractors and the government of disregarding building codes, quality control
and geological considerations. President Ahmet Sezer publicly urged punishment for
those who were responsible for constructing the government buildings that collapsed.
Prime Minister Tayyip Erdogan was quick to assert that ‘the ideas of stealing materials,
corruption, illegalities and injustice [must be corrected]’.

Corruption remains a major problem in Turkey. A first step in attempting to combat
corruption is the admission of its existence, something the government has done under
Prime Minister Erdogan, thanks to pressure from the Turkish people whose ambivalence
and fatalistic attitudes have changed dramatically. While there has been progress, there is
much more to do, however.® Putting a transparent national plan into effect, with integrity,
is crucial for a sustainable Turkey.6

Notes

1. William A. Mitchell is a professor in the political science department, holds the Jo Murphy Chair
in International Education, is a Middle East Area specialist, and has lived in Turkey for more than
12 years. Justin Page is a Baylor University graduate student in Middle East international relations
and has completed research in Turkey, Iraq and Egypt.

2. William A. Mitchell, The Republic of Turkey and Earthquake Disaster Management (New York: Global

Humanities Press, 2004), p. 146.

. Ibid., p. 156.

. Quoted in Relief Web, 4 May 2003, www.reliefweb.int/5/4/03

. After the Izmit earthquake, public education campaigns on dangerous practices in reinforced

concrete construction and introducing the basic principle of seismic-resistant construction
were carried out in Istanbul by the Istanbul Governor’s Office and Bogazici University’s Disaster
Preparedness Education Programme. This latter programme reached 1.5 million school children
and hundreds of thousands of parents in four provinces and is now being expanded nationwide
with the support of the ministry of education. A network of ombudsmen could also help support
the public demand for safe construction.

6. The METU Disaster Management Implementation and Research Center (in conjunction with the
government of Turkey — created under the UNDP cost-sharing project ‘lmprovement of Turkey’s
Disaster Management System’) is an excellent initiative to bring geo-science and social science
together to work for a better understanding of social attitudes and citizen participation for disaster
preparedness and mitigation in Turkey.
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2 Corruption in practice

A worker at the world’s largest liquefied natural gas plant in Dabhol, India. Embroiled in
controversy since the mid-1990s over allegations of corruption, high costs and disputes between
Enron and the local state utility over debts, the plant stopped generating power in May 1999.
Now maintained by a workforce of 250, over 5,000 workers were laid off following the closure
of the plant. (AP Photo)

Case study: Lesotho puts international business in the dock

Fiona Darroch?!

Even while the court trials are still continuing, enough has already been established to
make the Lesotho Highlands Water Project (LHWP) one of the most prominent cases of
international bribery ever. In a small and very poor country, several major international
construction companies have been taken to court and dealt with resolutely. The case
sets many important precedents, not only for the legal pursuit of such cases, and for
how international financial institutions (such as the World Bank) respond, but also in
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the wider message that it sends out: companies that bribe to win international business
risk punishment and blacklisting, irrespective of where they commit the crime.

In 1986 the governments of Lesotho and South Africa signed a treaty that gave
rise to the LHWP. With five major dams, 200 kilometres of tunnels and a powerful
hydroelectricity station to be completed by 2020, the US $8 billion infrastructure
scheme was to control and exploit the flow of the Senqu River (known as the Orange
River in South Africa). In doing so, the project was also expected to provide water for
Gauteng province in South Africa, and to generate electricity and money for the people
of Lesotho.

After a civilian government replaced the military regime in Lesotho in 1993, the
government commissioned an audit of the project’s two oversight bodies, the Lesotho
Highlands Development Authority (LHDA), a semi-autonomous state corporation, and
the Trans-Caledon Tunnel Authority (TCTA), the implementing agency for the relatively
small part of the project in South Africa. The audit revealed substantial administrative
irregularities within the LHDA and gave rise to an inquiry into the conduct of its chief
executive officer, Masupha Ephraim Sole. By 1996 Sole had been dismissed from the
LHDA, a decision that was upheld in subsequent appeals.

During the investigations, classic ‘red flags’ revealed that Sole was living far beyond
his means: extravagant housing, cars and holiday arrangements, and instances of
nepotism were the obvious indicators. Recognising that certain contracts negotiated
under Sole’s watch had caused the LHDA to suffer substantial losses, and in view of
the fact that Sole refused to disclose his bank accounts, the development authority
initiated civil proceedings for the recovery of the losses. The company also aimed to
secure compensation for damages that arose from the unjustified awarding of a contract
to one of the many consortia working on the LHWP.

Sole in court

Given Sole’s refusal to produce bank records and his persistent denial that any accounts
remained to be divulged, the court subpoenaed Sole’s bank manager. This move finally
produced evidence of bank accounts in Ladybrand and Bloemfontein in South Africa
as well as with the Union Bank of Switzerland.

In August 1997, the Lesotho government requested that a Swiss court order the
disclosure of a number of Swiss bank accounts, including those belonging to Sole.
Although a number of the contractors and consultants working on the LHWP, who
also held bank accounts in Switzerland, attempted to block the effort, the presiding
magistrate granted the request. The federal appeal court upheld her decision and in
early 1999 bank records were delivered to the Lesotho government. Sole’s records
indicated that he had received large sums, for which he offered no explanation. Civil
proceedings concluded in October 1999, with a judgment against Sole for damages of
US $1.4 million. Sole appealed in April 2001, to no avail.

The Swiss bank records showed that, as CEO, Sole had consistently received large
sums of money through middlemen or intermediaries from companies and consortia
that had been awarded contracts in the LHWP. The pattern, size and timing of the
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payments indicated bribery. The Lesotho government proceeded to prosecute not only
Sole, but also many of the corporations and intermediaries. In December 1999, Sole
and 18 other defendants were charged with bribery. Sole also faced charges of fraud
and perjury. Seven of the defendants failed to attend the initial hearing.

Sole’s trial began in June 2001. Charged with 16 counts of bribery and two of fraud,
Sole still chose not to furnish evidence. Judge Brendon Cullinan, a former chief justice
of Lesotho, found Sole guilty as charged and sentenced him to 18 years in prison.
In his judgment, Cullinan observed that the transactions in question ‘inextricably
bound together’ the defendant consultants and contractors, the intermediaries, and
Sole himself. Sole appealed, but succeeded only in reducing the sentence to 15 years.

The preliminary rulings and the final judgment of Sole’s case provide highly cogent
benchmarks for use in the prosecution of corruption in a common law jurisdiction.
In particular, the judge addressed questions of jurisdiction (could the matters be tried
in Lesotho?), citation (did a company have a legal personality?), bribery (what were
the constituent elements of the offence?) and whether circumstantial evidence was
sufficient to support a conviction for bribery.

The Acres trial

The Canadian engineering giant Acres International had been involved in two contracts
within the LHWP, one of them financed by the World Bank, and was the first company
to be tried in connection with the payments to Sole. Prosecutors alleged that Acres
had made payments to Sole through Zaliswonga Bam, one of the intermediaries, who
died of a heart attack in 1999. Evidence showed a clear pattern of payments made by
Acres to Bam, using numbered Swiss bank accounts. Bam took a percentage and then
moved the remainder of the money into Sole’s accounts.

Acres agreed that it had made such payments to Bam; however, the company argued
that such payments were made pursuant to a ‘representation agreement’ it had made
with Bam, for services rendered by him to the company in his capacity as its agent or
representative. Acres argued that Bam had indeed performed such services, that payment
of such sums of money was commonplace in such circumstances, that nothing adverse
should be inferred from the fact that the payments were made in such secrecy, and
that in any event the company had had no idea whatsoever that Bam made payments
to Sole.

The company failed to convince Judge Mahapela Lehohla of the virtue of these
arguments. Lehohla concluded that the relationship between Acres and the LHDA
was so well established that Acres had no need for a ‘representative’. Furthermore,
there was no tangible evidence of Bam’s alleged company, ‘ACPM’, which was named
on the Swiss bank account. The judge could see no evidence to show what services
Bam performed, nor why he would have performed them, given his role in charge of a
Housing Association in Botswana. Applying the law as it had been set out by Cullinan
in Sole’s trial, Lehohla concluded that the representation agreement was a sham, that
Acres had benefited from bribing Sole — to the detriment of its competitors — and that
the company was therefore guilty as charged. On being convicted and sentenced to a
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fine of US $2.5 million, Acres refused to accept the ruling of the court, suggesting that
the judge had been incompetent and the trial unfair. Acres’ appeal failed.

After the Acres conviction

Before the criminal trial began, the World Bank had initiated debarment proceedings
against two of the LHWP companies that had benefited from its financing. The Bank
had initially concluded that there was insufficient evidence to debar Acres. However,
the World Bank found that ‘new evidence’ had emerged during the Acres trial, and thus
resumed debarment proceedings against Acres. In July 2004, the World Bank’s sanctions
committee debarred Acres for a period of three years.? The period of debarment was
shorter than it might have been, largely because the sanctions committee took into
account the fine which had already been imposed by the Lesotho courts, and the
fact that those who had been responsible for the bribery no longer worked for the
company.?

Following the trial of Acres, the German company Lahmeyer found itself in court.
Although the facts of the case were different, the arguments were almost identical. Bam
had once again played the intermediary, and the evidence to justify the representation
agreements between Bam and Lahmeyer was insubstantial. The trial followed the same
pattern as the Acres’ proceedings, as did the appeal, and the World Bank may also
respond with similar debarment proceedings.

Another intermediary charged with bribery, the South African Jacobus du Plooy,
pleaded guilty. It was clear at his sentencing that he was in a position to assist the
prosecution, although it remains to be seen whether such assistance will facilitate
further successful prosecutions.

A French company, Spie Batignolles, was the next defendant, and proceedings have
also begun against Impregilo, an Italian company, with the first hearing scheduled for
October 2004. At the time of writing, evidence was also being gathered against other
companies.

Lessons learned

These trials provide a number of crucial lessons. First and foremost, from the perspective
of Lesotho, no other small and impoverished country has taken such a comprehensive
approach to the excision of corruption from its economy by prosecuting international
companies that engage in bribery. Many have expressed their admiration for the
determination and tenacity of the attorney general and the prosecutors. The trials
went ahead without external financial support, in spite of promises that it would be
given, although more recently Lesotho has at least benefited from some mutual legal
assistance.

Since many of the legal aspects of corruption have now been thoroughly tested
in the Lesotho courts, judges and lawyers can refer to clear, developed common law
jurisprudence on the questions of jurisdiction and citation. In addition, the definition
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of bribery has been further refined to ensure that both sides are equally held to account:
the bribe taker as much as the briber.

It should be noted that the World Bank’s proceedings may be seen as incongruent
with criminal litigation, in terms of both evidence and procedure. ‘New evidence’
that emerged from an adversarial criminal trial was used in a debarment process that
was essentially inquisitorial, where evidence was gathered but not tested in cross-
examination. Different methods of evaluating the same pieces of evidence could give
rise to different rulings. Furthermore, the World Bank lies outside the jurisdiction of
judicial review. It has conducted its own inquiry into corporate corruption in Lesotho,
and its procedures are not subject to judicial scrutiny. In contrast, the trials in Lesotho
have been subject to such scrutiny at every turn; they have effectively provided the
World Bank with the materials used in its debarment proceedings.

Nevertheless, there has been close cooperation between the Bank and the prosecuting
team in Lesotho, and the work done by the Bank’s investigative team has been exhaustive,
resulting in the first debarment of a major international company.

Looking ahead

Other international financial institutions (IFIs) would be well advised to follow the
World Bank’s lead. Debarment is arguably feared more than a criminal conviction in
a far-flung country, since it is likely to have a sharper impact upon the company’s
business than a fine. IFIs whose money was used to finance contracts negotiated and
fulfilled by a company that is subsequently convicted of bribery should examine their
own procedures, and give proper consideration to the imposition of similar sanctions.
Failure to do so will give rise to the perception that Acres and Lahmeyer have been
treated with disproportionate discrimination.

The international response to the prosecutions was initially very supportive, but this
response did not automatically translate into any tangible form of assistance — sa