Christian Aid/UK Aid Network Seminar on Corruption

24 March 2006

Christian Aid and UK Aid Network hosted a seminar on corruption to inform more proactive NGO advocacy work on the issue. Corruption is often a high profile but many NGOs feel their past responses have been mostly reactive, failing to communicate the NGOs concerns about corruption in developing countries and failing to grab opportunities to challenge the activities of donor countries that exacerbate corruption.

Joe Hanlon from the Open University spoke about the role of donors in fighting corruption. Corruption is not a peculiarly African phenomenon, however in recent years the culture of entitlement and patronage has increased. Donor policies have facilitated this increase and the creation of a domestic elite who expect high salaries. He noted that patronage is also present in the entire aid system and northern NGOs.

Poverty drives corruption and the policies of donors and in particular the World Bank and IMF create that poverty. IMF wage ceilings put the salaries for key workers beneath the poverty line thus encouraging bribe taking. Rapid privatisation of the Banks in Mozambique also increased opportunities for corruption.  

Donors like DFID actively promote and support corruption, despite their rhetoric against it, by paying inflationary salaries to consultants and not clearly challenging corrupt practices by recipient governments. For example, in Mozambique donors ignored the pleas of civil society to make the government investigate murders linked to a high-profile corruption scandal. The UK’s position is that corruption is okay as long as recipients do not directly steal donor money, or ‘vomit on [donor] shoes’.

Donors focus too much on reforming systems, such as the budget system. Often the reforms are too complex and drawn-out and can perversely increase opportunities for corruption.

Finally, he suggested that NGOs focus on getting donors to be much more transparent, not just in the UK, but in their negotiations with developing countries. He advocated for ‘conditionality from below’ where donors discuss with civil society appropriate conditions. In Mozambique there are 138 budget support benchmarks most of which would be priority areas for local civil society. Most importantly, NGOs need to challenge the growth model of donors. African civil society want job creation, but donor policies continue to focus on the private sector.

Babatunde Olugboji, Africa Policy Manager at Christian Aid discussed different international and regional anti-corruption initiatives. His presentation took us through the different conventions and focused on the Africa Union (AU) Anti-Corruption Convention and the UN Convention on Anti-Corruption (UNCAC). Conventions are useful as they can address cross-border issues, create peer pressure and provide a mechanism for CSOs to hold their government to account. 

He presented some useful figures about the extent of corruption. In 1996 $30bn of aid for Africa ended up in foreign bank accounts in 1996, corruption can cost governments as much as 50% of GDP and $20bn of Africa’s money is currently in Swiss bank accounts.

UNCAC was adopted in 2003, and the UK government recently ratified it. Significantly, it provides an asset recovery framework that addresses capital flight between south to north, but also between developing countries.  However, the convention lacks a concrete monitoring mechanism and many of the provisions are non-mandatory. 

The AU Convention is stronger than UNCAC because it has mandatory requirements of declaration of assets by designated public officials and restrictions on immunity for public officials. It is also the only convention with mandatory provisions requiring transparency in political party funding. It also has some weaknesses such as a lack of resources for a follow-up mechanism. One of the major problems is getting it ratified, it is still short of the signatures to be ratified, especially as many African governments think they do not need to sign in addition to UNCAC. 

He discussed the 2005 OECD report about the UK, which was critical and argued that there is a lack of political will to address our role in exacerbating corruption. For example, there are too many investigative bodies with unclear delineation of responsibilities involved in fighting bribery and corruption and none of these bodies are able to deal with UK companies that bribe foreign officials. There is a mismatch between the large number of press investigations into bribery and corruption and the few official investigations officially under way.

He recommended encouraging southern CSOs to use conventions to hold their governments to account and African CSOs in particular get their governments to ratify the AU Convention. Groups in the UK should lobby the UK government to start prosecuting companies involved in corrupt practices. All CSOs need to push their governments to review the monitoring mechanism of UNCAC to make is stronger.

In the discussion that followed, Tunde explained the links between corruption and poverty. People need more money to survive than their job provides, so poverty is driving corruption. There is a difference between petty corruption and grand corruption (looting). The latter causes economies to collapse. It can happen because accountability is weak – the press is not free and the judiciary is weak. The two factors are intrinsically linked; poverty drives corruption and corruption drives poverty.

Fiona Darroch is a barrister who has worked closely with Sue Hawley from the Cornerhouse on corruption in projects funded by the World Bank and export credit guarantees.

She discussed the Lesotho Highlands Water project. During apartheid a project was launched to build a series of dams in Lesotho to channel water in South Africa. Financing for the project was held in a secret trust in London. There have been a series of trials in Lesotho about this project; thus far it has been revealed that 20 companies bribed to secure contracts, including Balfour Beatty. In 2000 preliminary rulings the companies have either been tried and found guilty, or pleaded guilty from the outset. The project manager, Mr Sole, has been imprisoned for taking bribes. 

Acres International, a Canadian company, was found guilty and was debarred by the World Bank. 

Lesotho is unique in bringing these companies to trial; no other country has done this. These trials have been very expensive for Lesotho, but have secured very little financial help from European governments. 

She argued that co-ordination between statutory bodies is very weak, and needs to be improved to challenge the bribe giving carried out by multinational companies and their subsidiaries. In Lesotho, companies began to plead guilty, apologise and show some willingness to correct their procedures but it does not necessarily prevent them acting the same way in a different country. Indeed, even when they are barred, their subsidiaries may continue to trade. 

Convictions are needed for both taking bribes and for giving bribes to challenge corruption. There is an important role for the international community to play at a number of different levels – national, international – and for civil society to push initiatives such as publish what they pay and the bribe takers/givers indexes. 

In the discussion that followed Fiona said that the World Bank is very defensive currently and keen to be seen to be doing a good job by debarring companies. However, there are very few companies that have been debarred and these are usually one man bands who have done something really bad. 

John Christensen from the Tax Justice Network talked further about northern corruption in relation to stolen money, tax havens, tax evasion and avoidance. He argued that corruption in developing countries is stimulated by financial systems that western countries have put in place. 

Offshore tax havens facilitate criminality in the money markets i.e. Abacha would probably not have been able to take $4.5bn from Nigeria without this sophisticated infrastructure. Significantly, the lawyers and accountants involved were not prosecuted nor even indicted.

John argued that we should look at corruption in its broadest sense and consider the proceeds of illicit commercial activity. He discussed Raymond Baker’s book on Dirty Money that showed the amount of money coming out of developing countries due to corruption is small compared to other figures. For example, half of all trade passes through tax havens which makes it very easy to set up vehicles for laundering money from commercial activities. A conservative estimate is an outflow of approximately $5trillion since the 1970s.

There are around 72 offshore finance centres in the world, many of which are linked to the UK as dependencies, former colonies and members of the Commonwealth. Approximately $11.5trillion of the world’s capital is now held offshore. He thinks developing countries are losing $385bn annually to tax dodging by wealthy individuals, profit laundering by companies and to untaxed activities in grey economic zones. 

He argued that the distinction between tax avoidance and evasion is spurious, that most tax avoidance schemes would fall apart if investigated. Tax avoidance is only legal because the laws to make them so were written by the accountants and lawyers employed by interested companies.

The power of the City of London to influence the government on these issues is clear. An UK government report (the Edwards report) had its terms of reference and its numerous transparency recommendations watered down following City intervention.

He recommended NGOs lobby for:

· Enhanced transparency

· Banking secrecy override clauses

· The registration of trusts

· The disclosure of offshore company ownership

· Tax information exchange agreements

· Commitment to anti-bribery conventions

· General anti-avoidance principles, making tax avoidance anti-social

· Requirements to report on cross-border flows above a minimal level

· Support enhanced developing countries capacity in relevant international negotiations

· Support for poorer tax haven economies whilst they adjust

In the discussion that followed he said that the British government could close down tax havens tomorrow if they wanted to. He recommended also extending the extractive industries transparency initiative to all industries, which would open up transfer pricing (where a product is sold from a subsidiary company to the main company through a tax haven which means tax does not have to be paid on the mark-up). 

We ended the day with two group sessions to reflect on what we had learnt and to consider how to take the work forward.

Group 1 looked at corruption in developing countries and the role of donors. 

Key messages:

· Donors are effectively fuelling corruption through imposing policies such that increase corruption (such as the IMF wage ceiling), turning a blind eye to corrupt practices and neglecting the importance of civil society. Donors need to be more transparent in their engagement.

· Civil society can play an important role in mainstreaming accountability. 

· The clear linkages between levels of poverty and increased corruption 

Strategies:

· Address what we mean by corruption and look at the values this challenges and look at the difference between legal and illegal corruption. 

· Implementing country-level anti-corruption strategies, monitoring of budgets and aid agreements

· Challenge the perceptions of public/media/decision-makers in the UK; especially in relation to the supply and demand sides of corruption. This involves increasing and diversifying support for anti-corruption measures

Gaps:

· There is not enough recognition for current initiatives, especially in relation to budget monitoring

· The issue of corruption could link into work on corporate accountability

Group 2 looked at corruption from a developed country perspective

Key strategies:

· Re-focus the debate of corruption, shifting the focus from the bribe-taker, towards to bribe giver (especially the role of donors in this process)

· Engage with the debate about corporate/commercial corruption (tax avoidance, transfer pricing, improper influence)

· Increase corporate transparency through the enforcement of international financial standards (commercial contracts, public loans) and advocate for these standards to be stricter

· Encourage parliamentary scrutiny of IFI contracts, projects and loans through awareness raising and capacity building of parliamentarians 

· Push Treasury to champion IMF report on banking secrecy and offshore funds

· Enforce OECD guidelines on bribery. Encourage and provide capacity for OECD countries to prosecute companies for corruption. Place pressure on UK government to do this as an OECD member country

· Input into the CORE campaign (corporate responsibility), encouraging a shared campaign between the campaign and the issue of corruption

Targets:

· The UK government to put pressure on the international financial institutions, EU and other multilateral donors. 

· The CORE campaign, encouraging them to include issues around corruption in their campaign

· Possible allies – loans peerage scandal, anti-terror money, benefits northern as well as southern governments (i.e. we lose money too)

When rounding up, Christian Aid agreed to distribute minutes. Christian Aid is planning to produce a position paper to follow-up this workshop, which could then inform inter-agency work via the UK Aid Network.

The presentations of Babatunde Olugboji and John Christensen are available on request from omcdonald@christian-aid.org
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