TACKLING
CORRUPTION,
TRANSFORMING
LIVES

Accelerating Human Development
In Asia and the Pacific

U[N]
D] P

Published for the
United Nations
Development Programme

an

MACMILLAN



A

Copyright ©2008

by the United Nations Development Programme

Regional Centre in Colombo, Human Development Report Unit
23 Independence Avenue, Colombo 7, Sri Lanka

All rights reserved. No part of this publication may be reproduced or
transmitted, in any form or by any means, without permission.

Any person who does any unauthorised act in relation to this publication
may be liable to criminal prosecution and civil claims for damages.

First published, 2008
Published for UNDP by Macmillan India Ltd.

MACMILLAN INDIA LTD.

Delhi Bangalore Chennai Kolkata Mumbai

Ahmedabad Bhopal Chandigarh Coimbatore Cuttack
Guwahati Hubli Hyderabad Jaipur Lucknow Madurai
Nagpur Patna Pune Thiruvananthapuram Visakhapatnam

MACMILLAN WORLDWIDE

Australia Brazil Cambodia China Egypt France Germany India
Japan Korea Malaysia Nepal Netherlands New Zealand Norway
Pakistan Philippines Russia Singapore South Africa Switzerland
Thailand Turkey United Arab Emirates United Kingdom

United States of America Vietnam and others

ISBN CORP-000130
Assigned UN sales number: E.08.111.B.2

Published by Rajiv Beri for Macmillan India Ltd.
2/10 Ansari Road, Daryaganj, New Delhi 110 002

Printed at Sanat Printers
312 EPIP, Kundli 131 028



TEAM FOR THE PREPARATION OF THE
Asia-Pacific Human Development Report
TACKLING CORRUPTION, TRANSFORMING LIVES

Team Leader
Anuradha Rajivan

Core Team: Gry Ballestad, Elena Borsatti,
Ramesh Gampat, Renata Rubian, Niranjan
Sarangi, Ruwanthi Senarathne, Omar
Siddique, Manoja Wickramarathne

Statistics team: Ramesh Gampat,
Niranjan Sarangi, Ruwanthi Senarathne,
Manoja Wickramarathne

Editor: Peter Stalker

Designer: Rustam Vania

Publishers: Macmillan India Ltd.

The Asia-Pacific Human Development
Report Unit (HDRU), Regional Centre
in Colombo (RCC)

The HDRU team members, both past and
present, who worked on this collaborative
effort are Gry Ballestad, Bineswaree
(Aruna) Bolaky, Elena Borsatti, Hasna
Cheema, Kay Kirby Dorji, Ramesh
Gampat, Sonia Gomez, Anuradha Rajivan,
Renata Rubian, Niranjan Sarangi,
Ruwanthi Senarathne, Omar Siddique,
Bronwyn Walker and Manoja
Wickramarathne.

About the Asia-Pacific Human Development Report
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of common concern to several countries in the region, have sensitivities that are better
addressed at a regional level, or have clear cross-border dimensions.

The APHDR is an independent intellectual exercise developed through a regional
participatory process that draws from the contributions of many. The theme for each
Report is also selected through consultations that include participants within and outside
UNDP. The more nuanced focus of the Report is guided by substantive and diverse
inputs that bring together Asia-Pacific stakeholders from governments, civil society,
academia, research institutions, the media, the private sector and others. Technical
background papers are prepared by eminent experts drawn largely from the Region. An
established peer review process contributes to quality and impartiality. The work is
enriched by a moderated discussion on the Asia-Pacific Human Development Network,
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Foreword

This Report comes on the heels of the
landmark Second Session of the Conference
of State Parties to the United Nations
Convention against Corruption in Bali,
Indonesia, which is aiding countries in the
implementation of their anti-corruption
efforts. The United Nations Convention
Against Corruption (UNCAC) is the first
legally binding, international anti-corruption
instrument that provides a unique opportu-
nity to mount a global response to a global
problem. This Regional Human Development
Report examines the problem of corruption
from the perspective of the countries of Asia
and the Pacific. In doing so, it builds on the
momentum around the UNCAC mobilization,
and hopes to contribute to the agenda for
change. This publication is also timely — this
is the halfway mark in the timetable for
achieving the Millennium Development
Goals, and it addresses corruption surround-
ing the exploitation of natural resources, at a
time when concerns about climate change are
reaching a peak in this most dynamic region
of the world. The Report documents the
challenge corruption poses for human deve-
lopment and the solutions that are being
attempted to address this multi-dimensional
problem.

The focus on corruption from a human
development perspective makes this Report
unique. It hones in on the price corruption
extracts from the poor and disadvantaged,
especially in their daily lives. It spotlights
hidden forms of corruption that get less
media attention. These include the passing of
laws and regulations which allow corruption
to be conducted within legal bounds. The

misleadingly termed ‘petty corruption’, which
takes its toll on vast numbers of people, is
just as weighty as ‘grand corruption’, which
gets the lion’s share of publicity. Cross-border
issues, increasingly important for this rapidly
globalizing region, are also explored.

Corruption undermines democratic
institutions, retards economic development
and contributes to government instability. It
attacks the foundation of democratic
institutions by distorting electoral processes,
perverting the rule of law and creating
bureaucratic quagmires whose only reason for
existence is the soliciting of bribes. Economic
development is stunted because outside direct
investment is discouraged and small busi-
nesses within the country often find it
impossible to overcome the ‘start-up costs’
required, because of corruption. As Kofi
Annan, the former UN Secretary-General
remarked, ‘Corruption hurts the poor dis-
proportionately by diverting funds intended for
development, undermining a government’s
ability to provide basic services, feeding inequa-
lity and injustice, and discouraging foreign
investment and aid’

In a diverse region like the Asia-Pacific,
which is attempting the twin task of
development and democratic consolidation,
the problem of corruption goes to its very core.
It diminishes not only the outcomes we seek
to achieve, but also corrodes the instruments
and mechanisms we have at our disposal to
do so. Many democratic regimes have been
overthrown because elected governments
failed not only to deliver results; they abused
their offices for securing private gains. But
non-democratic regimes that replaced them,
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also have not been able to resolve the problem
of corruption. While non-democratic regimes
may initially appear to curb visible corruption
through strong action, they are neither
accountable nor responsive to the people they
govern, in the way democratic institutions can
be. The solutions lie, therefore, in more and
better quality of democracy; in terms of
reinvigorated democratic institutions and
vibrant democratic practice.

Governments, civil society and companies
around the world are showing that it is
possible to stymie high levels of corruption.
Those in the Asia-Pacific region have won
some battles against it. Home-grown success
stories brought to the fore in this Report could
help dissipate defeatist attitudes, which
consider corruption as an incurable ailment.
The solutions in these pages seek to deepen
the burgeoning momentum for change and
help countries identify and strengthen their
own strategies.

This Regional Human Development
Report is, ultimately, by and for the people of
the region. Stakeholders from Asia-Pacific
countries not only identified corruption as
one of the most pressing concerns for the
region, they also contributed to lively and
often intensive discussions with views,
suggestions for focus areas and solutions.
Those actors included government officials,
media, private sector, academia and civil
society organizations. Contributions from
experts drawn largely from the region then
helped shape arguments and messages. The
entire process has been truly collaborative.

Solutions form the heart of this Report.
Options are presented of relevance not just to
nations, but also to the region and the globe.
Tackling corruption in Asia-Pacific is an
international responsibility that goes beyond
governments, after all. It needs to be shared
by transnational companies, international
banks, multilateral agencies, aid agencies,
civil society organizations, media and indivi-
duals alike. Today, combating corruption
makes more political sense than ever before.
This is especially so in sectors like water and
electricity, and health and education, which
can greatly promote citizen satisfaction.

The Report is action-oriented, and
proposes a seven-point agenda for change,
building upon ongoing anti-corruption efforts.
These parallel and reinforce efforts for
achieving the MDGs by improving develop-
mental results and building the tools to
deliver. The Report therefore provides a
coherent, comprehensive vision for tackling
the problem of corruption in the Asia-Pacific
region, and proposes interventions that add
to a concerted, robust response. This vision is
not fantasy; it is about the reality within
reach.

31.12.2007 Hafiz A. Pasha
Director, Regional Bureau for Asia
and the Pacific, UNDP

The analysis and policy recommendations of this Report do not necessarily reflect the views of the United
Nations Development Programme, its Executive Board or its Member States. Mention of firm names and
commercial products does not imply endorsement of the United Nations. The Report is an independent
publication commissioned by UNDP. It is the fruit of a collaborative effort by a team of eminent experts,
stakeholders, and the HDRU team of the RCC led by Anuradha Rajivan.



Preface

The real price of corruption is not paid in
currency, after all. The true costs are eroded
opportunities, increased marginalisation of
the disadvantaged and feelings of injustice.
The myth that nothing can be done to curb
corruption seems to be nearly as pervasive as
corruption itself. This Asia Pacific Human
Development Report, Tackling Corruption,
Transforming Lives, shows that widespread
corruption does not have to be an inevitable
part of going about one’s everyday life and
doing business. The Report prioritises
tackling corruption in areas that can improve
daily lives, particularly of the poor. Improving
justice systems, preventing misuse of the
region’s abundant natural resources and
ensuring the effective delivery of public
services, such as clean water, energy, health
and education, touch people everyday. These
improvements are also critical for progress
towards the Millennium Development Goals.

The Report aims to demystify certain
misconceptions surrounding a complex
phenomenon — aspects of corruption that are
less well known and hence tend to be ignored.
Sometimes behind closed doors, sometimes
openly on the floors of parliaments, laws are
passed, which allow corruption to be legal.
Meanwhile, misleadingly termed ‘petty
corruption’ can be just as, if not more,
crushing as grand corruption, hitting hard
especially at the poor.

Tackling corruption in the Asia-Pacific is
a responsibility to be shared by governments,
the private sector, international organizations,
civil society and the media. Individuals must
also assert themselves as citizens and

consumers. As corruption is not confined to
country borders, it is necessary for solutions
to be a global responsibility to be shared by
multi-national companies, international
banks and aid agencies alike. This Asia Pacific
HDR proposes combining political will from
the top with people’s voices from below, each
strengthening the other.

How best can social policy be shielded
from the power of narrow special interests?
How can the poorest segments of society have
a stronger voice? Particular solutions will
depend on every country’s specific circum-
stances. Reducing corruption is ultimately in
the long-term interest of all layers of society,
promoting justice and legitimacy of institu-
tions, with the disadvantaged benefiting the
most. We hope that this Report will contri-
bute to constructive debate. The Asia Pacific
region, well known for its dynamism, can seize
the momentum for change to mobilise support
within and across borders to build more just
societies. There is much to be gained.

The publication of this Report is espe-
cially opportune. The year 2008 started with
the Second Session of the Conference of State
Parties to the United Nations Convention
against Corruption (UNCAC) held in Nusa
Dua, Indonesia, in January. The UNCAC is
the first legally binding international anti-
corruption instrument, providing a unique
opportunity for a global response to a global
problem that pervades institutions within
countries and crosses national borders.

The Report benefited enormously from
the ongoing guidance and support of Hafiz
Pasha. He worked with the Team more like a

vii
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member than a Bureau Director and saw the this work. On behalf of the Regional Centre
Human Development Report Unit through in Colombo, we would like say a very special
the many twists and turns in the course of thank you to him.

P

Omar Noman Anuradha K. Rajivan
Chief of Policies & Programmes Regional Programme Coordinator
UNDP Regional Center in Colombo Human Development Report Unit

UNDP Regional Center in Colombo
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Tackling Corruption, Transforming Lives

Overview

People across the Asia-Pacific region are becoming increasingly concerned about corruption, and
governments are starting to react. Hauling the rich and powerful before the courts may grab the
headlines, but the poor will benefit more from efforts to eliminate the corruption that plagues
their everyday lives. Corruption has to be tackled from the top down and from the bottom up,
with vigorous support from the media and organizations of civil society. An international
response is needed to counter cross-border corruption in this increasingly globalized world

as well.

Corruption has many damaging effects:
weakened national institutions, inequitable
social services, and blatant injustice in the
courts — along with widespread economic
inefficiency and unchecked environmental
exploitation. And it hits hardest at the poor
—who often depend heavily on public services
and the natural environment and are least
able to pay bribes for essential services that
should be theirs by right.

Politicians in the region are starting to
respond. Nowadays most want to be asso-
ciated with fighting corruption. Indeed the
need to combat corruption has been used as a
justification for overthrowing elected govern-
ments, sometimes even with an element of
public support. Civil society groups too are
making greater efforts to hold public- and
private-sector organizations to account, and
the media are also focusing on this issue and
finding new ways to expose and publicize it.

There is also greater commitment at the
international level. By the end of 2007, 140
state parties had signed the first global anti-
corruption instrument, the 2005 United
Nations Convention Against Corruption. It

requires acceding and ratifying countries to
implement far-reaching reforms.

Corruption is an important development
issue — developing countries do not want to
follow the slow historical path of the now
developed countries, for corruption to be
better controlled. Just as they are putting in
place conscious policies for poverty reduction,
so too they would like to speed-up the process
of tackling corruption.

A Historical Problem

Corruption has plagued the world ever since
the emergence of organized forms of govern-
ment as people organized themselves for
group living. Until the nineteenth and early
twentieth centuries, many of the now deve-
loped countries were riddled with corruption
and it took many decades to bring the levels
down. Governments across the Asia-Pacific
region have also been preoccupied with this
issue. Some countries, Singapore and Hong
Kong (SAR), China, for example, have managed
to reduce corruption much more swiftly but
most other countries in the Asia-Pacific have
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generally made slow progress —they are larger
territories and their leadership has proved
less resolute.

Across the region, corruption comes in
many forms, but the commonest overall
distinction is between ‘grand’ and ‘petty..
Grand corruption typically involves relatively
large bribes from contractors or other
corporations, generally associated with high-
level politicians or officials. Petty corruption
involves smaller amounts but more frequent
transactions — lower-level public officials
demanding ‘speed money’ to issue licenses, for
example, or to allow full access to schools,
hospitals or public utilities. It tends to affect
the daily lives of a very large number of
people, and more so the poor, and hence
calling it ‘petty’ is really a misnomer.

Though corruption is widespread it is
largely clandestine, and thus difficult to
measure. Most attempts have been indirect —
gauging people’s perceptions rather than
actual transactions of corruption. One of the
most widely cited is the ‘Corruption Percep-
tions Index’ (CPI1) produced by the NGO
Transparency International. Another is the
‘Control of Corruption Index’ (CCI) produced
by the World Bank. They do offer some
relevant information and have spurred
countries into responding. They can also be
useful for cross-regional comparisons — for
which this Report uses the CCI. However,
since these measures are opinion-based they
are necessarily imprecise. The measurements
are generally oriented towards businesses and
make less of an attempt to express the impact
on the poor.

Political and Economic Impact

All forms of government are vulnerable to
corruption, but some are more vulnerable
than others. On the whole, corruption seems
lower in democracies than authoritarian
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regimes, and lower within parliamentary
than presidential systems. Although in
democracies there is always the danger that
elected politicians will become beholden to
wealthy donors, citizens can always ‘vote the
rascals out’.

Within all forms of government, some
institutions are generally worse than others.
In the Asia-Pacific region the least trusted are
the police, followed by the judiciary and tax
offices. Education and medical services come
next, while the least corrupt sectors are
utilities and registry or permit services —
although even in these, levels of corruption
are still very high.

Corruption inevitably has an impact on
the economy and the society. It is sometimes
argued that by ‘greasing the wheels’ corrup-
tion speeds things up. But there is little evi-
dence for this from the aggregate standpoint;
indeed it seems more likely if businesses
readily pay bribes they will simply encourage
bureaucrats to unreel yet more red tape.

On the other hand, there are many ways
in which corruption is likely to hamper
growth especially over the long term — for
example, if talented people are tempted to
make an easy living as corrupt bureaucrats
rather than as entrepreneurs. Even those who
do run businesses, may prefer to remain in
the informal sector rather than expand and
be faced with greater demands from corrupt
officialdom. Corruption is also likely to
weaken infrastructure; not only does it drain
away funds, it also reduces the quality of
investment, producing inadequate transport,
power, or communications systems.

Corruption distorts both the national
economy and public investment through the
tax system. When governments apply high
tax rates, with complex rules that are inter-
preted by underpaid officials they can expect
to lose a lot of tax income — particularly if
there is little risk of being caught or punished.



This, in turn, could reduce the capacity of
government to provide quality public services.

A number of studies have indeed
suggested that extensive corruption is
associated with lower levels of growth —
though the correlation is weaker in Asia than
elsewhere. Generally it does less damage in
larger countries, perhaps because investors
may be willing to tolerate a more difficult
working environment if they can recoup their
losses in large consumer markets. Another
factor is the way in which corruption is
organized: usually it is less harmful if it is
predictable, when, for example, a strong but
corrupt ruler demands for himself and his
entourage a standard percentage on all major
activities and works with a long time horizon,
delivering at least some benefits to bribe
payers.

Corruption and Human Development

Corruption undermines human development.
This can happen through various channels. It
is likely, for example, to corrode ideals of
public service, so that corrupt administra-
tions will tend to be less interested in
investing in health and education. Even if they
wish to, they will find that their activities
have hampered economic growth and
weakened tax collection, leaving them less to
spend on public service programmes.
Corruption also affects the quality and
composition of public investment. Corrupt
officials are less attracted to small-scale
projects that involve a large number of actors,
preferring large infrastructure projects that
offer greater opportunities for collecting
rents. This distorts the pattern of public
expenditure — away from key public goods
such as public health, education and
environmental protection, and towards new
roads or airports or military hardware.
Corruption is also likely to undermine

efforts at poverty reduction — by diverting
goods and services targeted for the poor to
well-off and well-connected households who
can afford to bribe officials. The poor also lose
out when they have to pay bribes, since they
can only afford small amounts, which
represent a high proportion of their income.

In turn, better human development condi-
tions — wider-spread education, an informed
citizenry with voice to influence decision
makers in government and businesses — can
help combat corruption.

Justice for Sale

In the Asia-Pacific region, corruption is often
at its worst in law enforcement, seriously
undermining justice. Many police officers are
honest and conscientious, but others have a
different agenda; rather than serving as
guarantors of rights and protection they are
sources of harassment and fear. In the rural
areas, they may, for example, be in the
pockets of rich landowners who use them to
control their workforces or their tenants. In
the cities, the police can be in the pay of
corrupt politicians and business interests, and
may be used, for example, to force poor
people off their land to make way for new
developments. Or police officers may simply
be working for themselves, extracting as
much income as they can from their position
of power. Poor salaries and working condi-
tions among the lower constabulary are
contributory factors.

Police corruption is especially pernicious
since it is often accompanied by violence.
Police may, after apprehending suspects,
choose not to arrest them but instead beat
them up or rape them, and force them to pay
for their freedom. Police can also seize
people they know to be innocent, threatening
them with arrest and demanding payment
for release. A survey in the Asia-Pacific
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region found that over the previous year,
18 per cent of respondents had paid a
police bribe.

The poor are the most exposed because
they lack the funds or influence needed to
defend themselves. In cities, among those
likely to be harassed are street vendors, who
have to pay up or see their goods confiscated
or destroyed. On the other hand, poor people
are less likely to receive any attention if they
want to register a complaint.

For tackling police corruption, one of the
most important steps is to ensure that com-
plaints against the police are dealt with, by a
truly independent body. Other solutions
involve changing police structures and opera-
tions to make them more efficient and
responsive — applying rigid recruitment
criteria, reallocating individuals across tasks,
modifying transfer patterns, and carrying out
ethical evaluations of those who are up for
promotion. The overall intention should be to
create more professional forces that enable
individual officers to take greater pride in
their work.

People tend to have fewer interactions
with the court system. But here too they may
find that justice has its price. A number of
studies across Asia have found that two-
thirds or more of the population consider the
routine court system to be corrupt, and admit
that they themselves, guilty or innocent, will
consider it wise to pay bribes. The poor will
suffer from a corrupt legal system that offers
them little protection — exposing them to
arbitrary judgements that may cause them to
lose their land, homes, or livelihoods.

Judicial corruption is another aspect of a
weakly functioning state. In many countries,
judges are appointed or promoted by
politically motivated bodies and even judges
who want to uphold ethical principles may
find themselves subject to heavy political
pressure in high-profile cases. Low salaries
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make it tempting for weak judges to buckle to
other pressures too. Some may, for example,
consider it more important to support a
relative or associate than to uphold the rule
of law. They may also fear retribution.

Much of the responsibility for reducing
judicial corruption lies with the judges and
lawyers — acting individually and through
associations or professional bodies. But
governments can also minimize judicial
corruption. They can, for example, ensure
that judges are appointed by independent
bodies, serve fixed terms, have salaries that
match their experience and qualifications,
and are offered all necessary protection. The
judicial system should also require judges to
give written reasons for their judgements —
making greater use of information technology
to offer easier access to court documents.

Keeping Public Services Honest

Corruption is also widespread in social
services such as health and education, as well
as in public utilities that provide electricity
and water. As a result, poor people find
themselves excluded from schools or hospitals
that they cannot afford, or asked to pay extra
simply to gain access to services to which they
already have a right.

Health Services

Corruption can occur within health services
at all levels — from grand corruption, as funds
are siphoned off during the construction of
new hospitals or health centres, to petty
corruption as health workers or administra-
tors demand bribes just to perform their
routine duties. Corruption can also take
various forms within health service staffing.
This may involve, for example, buying
positions at the time of hiring, or excessive
absenteeism: across the region reported



absenteeism rates cluster around 35 per cent
to 40 per cent. Corruption also creeps in via
the pharmaceuticals business — at all stages
of drug development and supply. For the drug
companies, one of the main priorities is to
ensure that their products are prescribed, so
they are profligate with generous ‘perks’ for
doctors.

One might expect corruption to result in
poorer standards of health. Some cross-
national studies have indeed suggested that
in countries where levels of corruption are
higher immunization rates are lower and
levels of child mortality are higher.

Reducing corruption in health and other
government services will require action from
below and above. From below, users can work
together to resist demands for bribes. In
India, teams of semi-literate rural people
working as amateur reporters have exposed
doctors illegally charging for delivering babies
at a community health centre. From above,
governments will need to ensure more trans-
parent and better managed services. In the
Mekong sub-region, for example, the regula-
tory authorities have been improving commu-
nications and cooperation across borders, so
they have been able to notify each other of the
circulation of fake drugs and remove them
more quickly.

Education

Corruption is also widespread in education
systems. This can start in the procurement of
material and labour for school construction,
as corrupt officials siphon off funds for
school buildings — which can increase costs
between two and eight times. There can also
be corruption in the purchase of textbooks,
desks, blackboards, and other supplies, as
well as in contracts for cleaning services and
meals. In many countries, there are
irregularities in the hiring of teachers, which

in the most extreme form, results in the
recruitment of ‘ghost teachers’ or even in the
creation of entire ‘ghost institutions’ — with
the allocated salaries and other expenses
channelled into the pockets of officials. Just
as families may need to pay bribes to get into
hospitals, they may also have to pay extra to
get their children into schools.

If governments do not address these
problems, schools will continue to transmit a
culture of corruption to succeeding genera-
tions. The main priority should be closer
supervision, especially by allowing commu-
nities more control over schools through
parent-teacher associations and other local
organizations. In the Philippines, for example,
a range of civil society groups, from NGOs to
churches to Girl and Boy Scout groups, have
come together to monitor the delivery of
school books. In India, one NGO uses
cameras to register the attendance of teachers
by taking digital photos that record the date
and time.

Public Utilities

For electricity and water supplies, across the
region the standard kickback for infrastruc-
ture projects is often quoted as 10 per cent of
the value of the contract. Corrupt officials
regularly demand bribes to accept bids or to
approve the completion of the work. But
construction companies themselves often take
the initiative — colluding with officials or
other bidders.

Once the systems are in place, corruption
continues in day-to-day operations. Since
water supplies and sanitation and electricity
supplies are generally delivered by monopoly
providers, officials can take advantage of the
fact that consumers have nowhere else to
turn. Staff might, for example, supplement
their salaries by colluding with clients to
provide services ‘informally’ — by carrying out

TACKLING CORRUPTION, TRANSFORMING LIVES: OVERVIEW



repairs for side-payments, falsifying meter
readings, or making illegal connections. The
ensuing losses can be huge: it has been
estimated that, if corruption in water
supplies were eliminated, 20 per cent to
70 per cent of resources could be saved.

But the most damaging effect is on the
lives of poor people through high prices. As
one consumer said to a researcher for this
Report: ‘It is really tough for a day labourer
to pay a high price for electricity and water.
You know it is not possible to get electricity
and water connections without bribes or extra
money. So our budget is strained and we
cannot afford to meet our needs. We cannot
save anything for our future either. Others
said that they had been deprived of basic
foodstuffs and medical facilities, incurred
business losses, and interrupted their
children’s education because they had to
spend money on bribes.

Many of the strategies for uprooting
corruption involve greater investment in
services, to minimize the shortages that
encourage people to pay bribes. Public corpo-
rations will also need to improve standards
of management and operate in a more trans-
parent fashion. But consumers too can take
direct action to get better services. In
Bangladesh, for example, the board of rural
electric cooperatives is selected by consumers
who then negotiate an agreement that
includes targets for system losses, collection
efficiency, and the cost of supply per kilo-
metre of line. They also hire meter readers on
fixed contracts — after that they have to seek
different careers. Another example comes
from the Local Government and Rural Deve-
lopment Department in Azad Jammu and
Kashmir which has largely eliminated the use
of private contractors. Instead, its technical
staff work with community members who
themselves provide labour and organize the
purchase of supplies — limiting the opportu-
nities for ‘cream skimming’ and collusion.
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Stopping Leakages in Financial
and Material Aid

Emergencies such as conflict, natural dis-
asters, or sudden changes in political configu-
ration — ‘special development situations’ —
often show human beings at their best.
Nevertheless, there are also people who take
advantage of opportunities to enrich them-
selves at a time when large amounts of cash
and goods have to be transferred rapidly with
few administrative controls.

To some extent, corruption can even lead
to emergencies. Corruption tends to break the
trust between the governing and the governed,
as well as sow dissension among communities
that can degenerate into destructive or violent
conflict. Corruption can even exacerbate the
impact of natural disasters, such as earth-
quakes, if it leads to uncontrolled develop-
ment and compromises building inspection
practices. The links between corruption and
disasters are even clearer with landslides that
result from illegal logging.

When responding to emergencies, aid
agencies are under pressure to spend fast, and
move quickly with flagship projects in an
unfamiliar environment and have to relax or
set aside normal procedures — which may
cause damage in terms of community practice
and expectation.

Many of the same issues arise with longer-
term processes in the aftermath of conflict.
In this case, there is a temptation to buy a
temporary peace by allowing antagonistic
groups to share out the spoils. This is dange-
rous since it allows corrupt elites to entrench
themselves in politics and set up predatory
schemes that later will be very difficult to
eliminate.

As elsewhere, corruption in special
development situations needs to be addressed
through greater transparency in governance
and closer monitoring. But there are also more
specific measures. One is for agencies to



reduce the pressure to spend ‘fast and
furious’ by operating with more rational
deadlines; and rather than aiming at unrea-
listic fiduciary standards, they should try to
ensure that their activities and the prices they
pay are ‘reasonable’ under the circumstances.
When responding to natural disasters they
can also establish long-term contracts with
prime international contractors —who should
be required to engage and build the capacity
of local businesses. In addition, governments
and aid agencies also need to work closely
with local NGOs and establish effective
systems for dealing with complaints.

Social Safety Net Programmes

Social safety net programmes are an impor-
tant part of anti-poverty programmes but
they are also vulnerable to corruption. Those
organizing the schemes may, for example,
demand payments to register the names of
recipients, or they can also enrol non-existent
workers or falsify the number of hours
worked or underpay workers or give them
less food or materials than they are entitled
to. Contractors who are supposed to be selling
subsidized grains for the poor, sometimes sell
much of this on the open market at inflated
prices.

Government have tried to reduce these
leakages with more targeted programmes, but
even these are susceptible to corruption
during the selection of beneficiaries. An
alternative form of targeting is to encourage
‘self-selection’; for example, by offering work
or wages that only the very poor will accept.
Similarly, for food distribution, rather than
distributing expensive grains, such as highly
processed rice and wheat, safety net
programmes can distribute cheaper but
nutritious staples such as sorghum.

A number of countries have also
improved the efficiency of such schemes by

ensuring greater community control and
social audits. To be sustainable, however,
community-driven approaches have to be
backed by a strong legal framework and
bureaucratic support.

Cleaning Up Natural Resources

Many developing countries in the Asia-Pacific
region are rich in natural resources, but,
thanks to corruption, much of this national
wealth is being drained away. Companies
may bribe public officials to get permits for
cutting timber, for example, or they may pay
to get away with logging in protected areas.
Public officials themselves can also join in by
running their own ‘off-the- book’ businesses.
Similar problems arise with mineral extrac-
tion or unregulated fishing, and with systems
of land registration and administration, or
the capturing of protected species.

Given the size of potential profits,
corruption can be on a grand scale, indeed
frequently amounting to ‘state capture’, as
private companies pay public officials to
shape laws, policies, and regulations to their
advantage. State capture can, however, also
be achieved through legal routes — by intense
political lobbying, for example, or by making
donations to political parties.

Corruption in the management of natural
resources is particularly damaging for the
poorest communities. Many farmers have
been driven into poverty as a result of illegal
land expropriations or have been denied
access to irrigation water. Whole communi-
ties, particularly indigenous people, suffer
from the exhaustion of many natural re-
sources, notably primary forests and inshore
fishing grounds.

Experience across the region suggests a
number of ways of addressing these
problems. One is to ensure that new projects
are subjected to environmental and social
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impact assessments, followed by open public
hearings. Another is to decentralize natural
resource management — to allow local people
to use resources sustainably, giving them also
a greater incentive to control and protect these
resources. At the same time, since exploita-
tion of natural resources often takes place in
remote regions, governments and interna-
tional organizations can support them with
satellite monitoring technologies.

Given the highly cross-border nature of
the problem, it is vital to achieve international
cooperation. Extraction processes are capital
intensive and often involve large multina-
tional companies that can be susceptible to
international pressure — especially if govern-
ments insist that their financial transactions
are open to public scrutiny. Unfortunately,
many of the errant multinationals are based
in Asian countries that have shown little
interest in policing their companies abroad.

Since natural resource corruption is
driven largely by governance failings, it will
be important to strengthen state capacity
generally. But there are also some specific
options for agencies concerned with natural
resources, such as separating functions for
managing production from those for monitor-
ing and conservation.

The most extreme solution for limiting
the effect of public corruption is privatiza-
tion. However, this may only shift the power
from one corruptor to another. The aim
instead should be to establish a clear and
transparent regulatory framework for rights
to natural resources, whether held publicly
or privately.

This has to be a combination of national
and international action. Most of the corrupt
activity would be much less profitable
without ready markets in richer countries for
oil or metals or agricultural products. More
effective monitoring and control by
government and local communities will
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therefore need to be matched by international
campaigns that reject goods produced by
corrupt and exploitative individuals and
companies.

Crushing Corruption from the Top

If countries are to tackle corruption they will
need to address the issue at all levels of govern-
ment as well as in the private sector — reform-
ing institutions and processes so as to reduce
the opportunities for corruption while creat-
ing effective systems for detecting malpractice
and punishing offenders.

One of the most basic anti-corruption
measures is to ensure that corrupt activities
are outlawed — either as part of general legisla-
tion or laws against specific forms of corrup-
tion. Legislation can also cover such issues as
money-laundering; a public procurement code
of ethics should also be in place. It is also
important to provide legal protection for
‘whistle-blowers’.

Anti-Corruption Agencies

Governments may divide anti-corruption res-
ponsibilities between various prevention and
law enforcement institutions. Most countries
in the region have established formal anti-
corruption agencies (ACAs) of one form or
another. Unfortunately, these agencies are
often quite weak. Almost all these ACAs
depend on government funding and several
face severe budget constraints. Another
important factor is where the ACA is located
in government: if it reports to the office of the
prime minister, for example, it can be used as
a weapon against political opponents. In the
Asia-Pacific region, the experience has been
mixed. Some administrations, such as those
in Singapore and Hong Kong (SAR), China
have resisted the temptation to meddle;
others have not. Another important issue is



independence from the police; otherwise a
corrupt police force may be free to investigate
its own members.

Whether a country has one or many
agencies, success in the fight against corrup-
tion depends to a great extent on cooperation
from other parts of government. Unfortu-
nately, this is rarely forthcoming and agencies
are regularly frustrated by their inability to
secure information and prosecutions. In the
hands of a clean government, an ACA can be
an asset. But since it can also be deployed as a
political weapon, such an agency should not
be created until there is a sufficient political
consensus on an anti-corruption strategy.

Civil Service Reform

Attempts to reduce corruption within
government will require civil service reform —
reducing the incentives and opportunities for
corrupt behaviour among public servants,
while increasing their anxieties about being
caught and punished. For this purpose, one of
the first priorities should be to base personnel
policies entirely on merit. Some countries in
Asia had merit-based policies in the past but
have not maintained this tradition and make
many appointments on the basis of favouri-
tism. Another option is to raise salaries,
reducing the gap between those in the public
and private sectors. Although this is unlikely
to reduce grand corruption, which is caused
less by need than by greed, it can reduce need-
based and more retail corruption.

Governments will, however, need to
supplement salary increases and merit-based
promotions with tighter systems of monitor-
ing and control that can detect corruption
swiftly and punish it severely. This should
alter the mindsets of civil servants so that
they see bribery and corruption not as ‘low-
risk, high-reward’ activities but as ‘high-risk,
low reward’ ones.

Another issue is red tape, which slows
procedures and forces users to join queues
that can only be jumped by paying bribes.
Most tax-related corruption, for example,
flourishes within excessive red tape which
requires frequent interactions between
taxpayers and tax officials. This can be
tackled by keeping rates moderate so as not
to discourage potential taxpayers while
creating an integrated, simple and rational
system. This would allow tax departments to
make the best use of information technology
which limits the discretionary powers of tax
officials while also cutting transaction costs,
helping to increase transparency and build
trust.

Finally, the acid test of an anti-corruption
strategy is the determination to catch the ‘big
fish’. Prosecuting and punishing the rich and
famous, enhance the credibility of the strategy
and has the added advantage of deterring
others, especially junior civil servants.

Privatization

In addition to reforming public services,
governments can also consider privatizing or
outsourcing some of them. This does not
necessarily solve the problem since corruption
is also rife in the private sector, so govern-
ments need to be concerned not just with
whether services should be privatized but
how. If policy is weak before privatization, it
will also be weak after privatization. An
alternative is to create public-private partner-
ships. So far these have had mixed results;
they seem to have worked better on a smaller
scale.

The Right to Information
and e-Governance

People now believe they have a right to see
how government works and what it is doing.

TACKLING CORRUPTION, TRANSFORMING LIVES: OVERVIEW
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In response, eight Asia-Pacific countries,
including China and India, now have right to
information (RTI) legislation. This defines
key categories of information that all public
bodies are required to publish, and establishes
citizens’ rights to receive specific information
on request. Legislation is, however, only the
first step. The highest levels of government
also have to sustain their support of RTI and
public officials have to engage positively and
meet their obligations fulsomely, so it is
important that officials are engaged from the
outset, and understand not only their
obligations, but also the benefits they can
derive.

One development that should permit
transparency and the right to information is
the introduction of information and
communications technology (ICT) and the
extension of e-governance. Governments and
service providers can use new technology to
become more accountable and responsive. In
India, for example, the Central Vigilance
Commission uses its website to publish the
names of officers against whom corruption
investigations have been ordered or on whom
penalties have been imposed.

But there are dangers. Governments may
also use new technology to exercise greater
control over their citizens. Corrupt officials
too may also be able to exploit such systems
to their own advantage. Many governments
have placed the development of national
e-governance plans in the hands of IT staff.
Since they may not be very familiar with
corruption issues, they need therefore to
work with legal and anti-corruption experts.

Cross-Border Cooperation

In an increasingly integrated global economy,
corruption has become a cross-border issue.
Countering corruption will need,therefore,
cooperation between governments, inter-

ASIA-PACIFIC HUMAN DEVELOPMENT REPORT

national agencies and international corpora-
tions. The most important step in this has
been the United Nations Convention Against
Corruption (UNCAC). Thus far, while 19
Asia-Pacific countries have signed the treaty,
only 10 have ratified or acceded to it.

One of the aims of cross-border coopera-
tion is to control transnational corporations
(TNCs) — which generally operate more
responsibly in developed countries where they
are under closer scrutiny. While many TNCs
have developed their own codes of conduct, a
number of international agencies and civil
society organizations have also established
guidelines.

For developing countries, one of the main
problems is that the proceeds of corruption
are laundered through offshore banks and tax
havens, outside of Asia Pacific and within.
As a response to this, and to help developing
nations recover assets stolen by corrupt
leaders, UNDOC and the World Bank in
2007 launched the Stolen Asset Recovery
(StAR) initiative.

Citizens on Watch

Tackling corruption is not a job for govern-
ments alone. Civil society too must play its
part — by monitoring and reporting on stan-
dards of government and also by refusing to
pay bribes or collude with corrupt officials.
Individuals, civil society organizations and
the media need to stay alert, demanding the
highest ethical standards and resolving to
reject corruption wherever it appears.

The Power of the Media

One of the principal watchdogs monitoring
and exposing corruption should be the media
— press, radio and TV. When the conventional
media are too timid, those with vital informa-
tion on corruption can now use the internet.



The media can serve many important func-
tions, not just exposing corruption but also
sustaining an open and transparent flow of
information and fostering a climate of opinion
that is increasingly intolerant of corruption.

Publicity can be particularly effective
against extortion, which victims may be
willing to report to the press. Another type of
corruption that the press can expose is
collusion; neither bureaucrats nor their
clients have any inceptive to expose the
malfeasance, but journalists do — motivated
either by their professional ethos or the
prospect of a good story. As well as exposing
individual cases, investigative journalism can
lead to more profound reforms — uncovering
serious systemic flaws and catalysing public
discussion and debate.

The press and other media will, however,
only be able to report on corruption if they
are free to do so. They face two main types of
constraint: the first comes from government
censorship; the second comes from
proprietors since the private media often
serve the interests of wealthy individuals or
corporations who also may be corrupt. In
addition, there can be constraints of capacity
since journalists often lack the skills for
textured and in-depth reporting.

The media can promote good governance
if news organizations enjoy editorial indepen-
dence, abide by high ethical and professional
standards and know that their rights will be
guaranteed. Clearly, however, a free press is
not enough. Corruption is rife even in coun-
tries with long traditions of press freedom.
These countries also need clean and efficient
systems of justice that will follow up on
widely-reported allegations.

There have been many examples across
the region, of action by national and
community-based media. In Nepal, for
example, the Civil Society Anti-corruption
Project uses local radio listener clubs and

other civil society organizations to encourage
anti-corruption activities. In Papua New
Guinea, Transparency International, the
Ombudsman Commission and the Media
Council run a hotline, through which
members of the public can report suspected
cases directly to the media.

Even when the media are not launching
investigations, they can still play a vital role
through their normal functions. By reporting
regularly on the activities of public anti-
corruption bodies, the media reinforce their
position. By persistently snapping at the
heels of public officials, a lively press helps
sustain a democratic system and discourages
people tempted to engage in corrupt practices.

Civil Society Organizations

While the media can prepare the ground,
accountable government has to be sustained
by citizens themselves, partly through the
ballot box but also through civil society
organizations (CSOs). What sort of relation-
ship should CSOs have with local regimes:
contentious or cooperative? To some extent,
the answer depends upon the available
political options, and upon the state of civil
liberties and rule of law. CSOs must be forth-
right about opposing corruption, but where
possible they should seek cooperative relation-
ships with the regime, giving government
officials incentives to oppose corruption, and
helping them develop the means to do so.
However, they should avoid becoming investi-
gative bodies, whistle-blowers, or forces of
anti-corruption vigilantes — which is unlikely
to be welcomed by political leaders. Nor
should they offer ethical ‘seals of approval’ to
leaders, parties, agencies or private interests.

The Asia-Pacific region has a variety of
organizations, which are active in the anti-
corruption field. Some have a global focus,
others a regional base. Their greatest

TACKLING CORRUPTION, TRANSFORMING LIVES: OVERVIEW
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successes, as in the Philippines and India, for
example, have often been in monitoring public
works. In a number of countries, such as
Cambodia, NGOs have mobilized public
support for anti-corruption efforts.

Both media and civil society organizations
can thus keep up the pressure on politicians
and public services and hold them to account.
If they have the benefit of a supportive
political environment, they can amplify and
reinforce a government’s own commitment.

Seizing the Moment

Governments and civil society are thus
finding new ways to drive out corruption,
working both from the bottom up and the top
down. National political imperatives are being
reinforced by international economic pres-
sures. Asia’s largest corporations are now
global players and thus have to meet global
standards, not just in the quality of their
goods and services but in the way they
produce them. That includes the influence of
corruption, particularly in the extraction of
natural resources. Consumers want environ-
mentally ‘clean’ products — not those pro-
duced by logging or mineral extraction
companies working hand in hand with
corrupt administrations.

This combination of national and inter-
national pressures is creating fresh opportu-
nities across Asia and the Pacific. How can
the countries of the region best seize the
moment? There is no one route or single
answer. Action has to come from many
directions — from governments, civil society
organizations, the media and private business
working together.

Much of this involves the pursuit of
justice and retribution. However, anti-
corruption campaigns can also be viewed in a
more positive light. There are also huge
political and economic dividends on offer. For
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example, politicians who can claim credit for
rooting out corruption from sectors like water
or electricity, health or education, will derive
fresh sources of legitimacy from a grateful
electorate. Businesses that align themselves
with higher standards of corporate gover-
nance can devote their energies to boosting
their own growth and profits legitimately,
rather than seeing their investment funds
leech away unproductively into the pockets
of corrupt officials.

Setting the Priorities

Addressing corruption can be a daunting
proposition. It may be better therefore to
focus initially on a few specific areas.

The Report has identified three areas to
consider — the police, social services, and
natural resources. Naturally specific priori-
ties will depend very much on national
circumstances. From a human development
perspective, however one priority is clear:
governments should be seeking ways of
reducing the forms of corruption that hit the
poor the hardest — in health and education
services, for example. Another priority
should be to root out corruption within police
forces and the justice system since this can
pave the way for dealing with corruption
elsewhere. With the growing international
recognition on degradation of the environ-
ment and climate change, there is little time
to lose in preserving our natural resources.
These need prioritized attention before it is
too late, especially where this is the backbone
of livelihood for the poor.

An Agenda for Action

Although the appropriate measures for
tackling corruption will depend on national
circumstances, there are a number of
common options:



. Join with international efforts — All
countries in the region should join the
United Nations Convention Against
Corruption, and the Stolen Assets
Recovery Initiative.

. Establish benchmarks of quality — To judge
their success, governments can use
international benchmarks — for anti-
corruption agencies, for example, and for
the national media.

. Strengthen the civil service — Some govern-
ments could raise salaries, but all should
be able to ensure merit-based recruitment
and promotion — along with more
rigorous systems of control. Governments
and donors will clearly need to invest
much more in local government.

. Encourage codes of conduct in the private
sector — Among the professions, the most
critical codes are those of lawyers and
accountants.

. Establish the right to information — All
countries in the region could enact laws
on the right to information — and
encourage public officials, the media and
civil society organizations to take
advantage of this right.

. Exploit new technology — Information
technology and e-governance offer fresh

opportunities to break the information
monopoly of corrupt officials.

7. Supportcitizen action — Local governments
should publish the basic information on
contracts to facilitate citizen auditing;
individuals can do much as citizens and
consumers, including keeping themselves
informed and networked.

Taking the Higher Path

The developing countries of Asia and the
Pacific are likely to shed many corrupt prac-
tices as a natural by-product of moderniza-
tion. But they need not simply wait for
development to take its course. Nor should
they. Just as most countries are designing
targeted policies and programmes to eliminate
poverty and meet the other Millennium
Development Goals, so they can devise
programmes specifically to tackle corruption.
Uprooting corruption will not just improve
governance and economic efficiency; it will
also help reduce poverty and promote human
development. In this light, anti-corruption
measures are not just about prevention or
punishment. They are also about establishing
fairer societies. The history of corruption
does not have to be the region’s destiny.

TACKLING CORRUPTION, TRANSFORMING LIVES: OVERVIEW
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One cannot conceal problems forever.

SAMOAN PROVERB

Just as it Is Impossible not to taste honey or
poison that one may find at the tip of one’s
tongue, so it Is impossible for one dealing with
government funds not to taste, at least a little
bit, of the King’s wealth . . . it is difficult,
though not impossible, to stop government
officials from hiding their corrupt take.

THE ARTHASHASTRA



The Scourge of Corruption

Corruption is by no means a new phenomenon in the Asia-Pacific region but nowadays it is
coming under much closer scrutiny. While corruption may be difficult to pin down and measure,
there is little doubt that it is pervasive, ranging from petty corruption to grand corruption to
‘state capture’ — all of which errode trust in government and business and discriminate harshly

against the poor.

People across the Asia-Pacific region, as else-
where, are becoming increasingly concerned
about the scourge of corruption. They can see
the damaging effects of it in the form of weak-
ened national institutions, inequitable social
services, and blatant injustice in the courts,
along with widespread economic inefficiency
and unchecked environmental exploitation. It
is also evident that corruption hits the poor
hardest, who often depend heavily upon
public services and the natural environment
and are least able to pay bribes for services
that should be theirs by right.

There are signs of growing support for
anti-corruption action today. Responding to
public concern, governments want to be seen
to fight corruption, not enable it. Civil society
too is working to make the public and private
sectors more accountable. Media are more
aggressively exposing corruption. Popular
anger against corruption, real or perceived,
has also been utilized to destabilize elected
governments, with unfortunate consequences
for democratic governance.

There is also greater international com-
mitment. This is evident in the 2005 United
Nations Convention Against Corruption,
which is the first global legally binding anti-
corruption instrument and requires members
to implement its far-reaching reforms.
Towards the end of 2007, 140 governments
had signed the Convention and 104 had

ratified or acceded it. Recognizing the com-
plexity of the issue, the Convention stresses a
cross-border approach based on cooperation
involving governments, civil society and the
private sector to fight corruption. It promotes
a five-pronged anti-corruption strategy —
prevention, criminalization, international
cooperation, asset recovery and mechanisms
for implementation.

Till now attention on corruption has con-
centrated more on its effects on economic
growth and the business climate and less on
the impact on human development — on the
ways in which bribery and graft siphon off
scarce national resources and weaken govern-
ments’ abilities to deliver public services and
protect the interests of the poor. There has
also been less attention to the ways in which
corruption affects the livelihoods of poor
households and frustrates many of their own
efforts to improve their lives. The result, as
Amartya Sen repeatedly points out, is a
reduction in the capabilities of large segments
of the population.t

One might think that corruption is a
problem that will eventually go away — per-
haps owing to rapid development and im-
provements in living standards along with
more efficient and effective government. In-
ternational experience suggests otherwise.
Even the most mature democracies and ad-
vanced economies have to remain alert to the
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Corruption can take
on many forms
ranging from the
gross to the subtle,
some of which are
not widely
understood

BOX 1.1

dangers of corruption. The countries of the
Asia-Pacific region need therefore, not just to
uproot corruption now, but also build institu-
tions and processes that could help keep a lid
on it on a continual basis for the future as
well.

What is Corruption?

Corruption is commonly defined as the ‘mis-
use of entrusted power for private gain’ (Box
1.1). Note that this does not restrict the
potential for corruption to only the govern-
ment. Individuals in private companies in
privileged positions may take bribes to pro-
vide goods or services that are in short
supply. The definition is, however, limited
since it portrays corruption as a one-way
process driven by the greed of corrupt offi-
cials. In fact, almost all corrupt transactions
have two players — the person who is receiv-
ing the bribe and the corporation or individual
who is offering it. Moreover, the balance of
power is not necessarily on the side of the
corrupt person with ‘entrusted power’, since
outside influences can serve to overwhelm
weak and ineffective administrations.?

Some acts of corruption involve coercion
—a demand for a bribe, for example, or extor-
tion. This tends to happen in secret but may
also become public if the victim protests. Oth-
ers involve collusion between the corrupt offi-
cial and the corruptors — a premeditated
meeting of minds that is harder to detect as
both parties have an interest in concealment.
Corruption can take on many forms ranging
from the gross to the subtle, some of which
are not widely understood. The phenomenon
is thus difficult to capture in a single defini-
tion or measure.

An Agency Framework

One way of considering corruption is within
the framework of ‘principals’, ‘agents’ and
‘clients’. The principals want to ensure that a
particular service or activity is delivered to
clients, but since they are not in a position to
do everything themselves, they will employ
agents to work on their behalf. In govern-
ment, the principals can be elected officials
who represent the state and its citizens and
employ a wide range of public servants — from
tax officials, to labour inspectors, to teachers

CHARACTERISTICS OF CORRUPTION

Corruption is such a complex phenomenon that attempting a
universal definition of it is fraught with difficulties. To un-
derstand the phenomenon better, we may nevertheless iden-
tify some core characteristics or prerequisites for a corrupt
act. Here are six:

= Gap between group and individual interest or between
short- and long-term benefits

= Two or more parties since one can hardly be corrupt with
one’s own self

= Consenting adults that have a common understanding,
with reciprocity, explicit or understood, whether by collu-
sion, coercion, through perceived lack of choice, passive or
facilitative3

= Benefit furtherance, be it private, sectional, or political
party interest

- Existence of power that could be grabbed, usurped, en-
trusted or otherwise available; corruptors (givers) can have

18

power; it should be available, whether in public or private
hands or both

= Misuse of the power that often drives a wedge between
intended and stated positions, for unintended benefits

The last prerequisite is complicated by the fact that what
constitutes ‘misuse’ or unacceptable behaviour could differ by
context, shaped by local norms and priorities. Social norms are
difficult to ignore in identifying corruption. And norms tend
to have local variants, their plurality leaving space open for
interpretation. The differences are not limited to cross-coun-
try variations; there are, equally, differences within a country
as well.* A further complication arises when norms are not
universally held even in local contexts.®> Under such circum-
stances, whose norms should receive primacy remains an open
question. Corruption often constitutes a divergence between a
stated position and actual intent.

Sources: Gampat 2007a; Rajivan 2007b.
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— to deliver public services to citizens. Princi-
pals could also, ultimately, be the voters.
Similarly, in the private sector the owners of
companies are principals who employ
managers to do most of the day-to-day

BOX 1.2

work and provide services and goods to
customers.

The problem arises when the agents take
advantage of the power entrusted to them to
work on their own behalf or on behalf of their

THE Most CommoN ForMs oF CORRUPTION

The following are the most common forms of corruption, as
described in the United Nations Anti-corruption Toolkit.

Bribery. The bestowing of a benefit in order to unduly influ-
ence an action or decision. This is the most common form of
corruption. It can be initiated by a person who seeks or solic-
its bribes or by a person who offers and then pays bribes. The
‘benefit’ in bribery can be virtually any inducement: money
and valuables, company shares, inside information, sexual or
other favours, entertainment, employment or, indeed, the mere
promise of incentives. The conduct for which the bribe is
paid can be active — the exertion of administrative or political
influence — or it can be passive — the overlooking of some
offence or obligation. Bribes can be paid individually on a
case-by-case basis or as part of a continuing basis.

Embezzlement, theft and fraud. In the context of corruption,
these all involve the taking or conversion of money, property
or valuables by an individual who is not entitled to them but,
by virtue of his or her position or employment, has access to
them. In the case of embezzlement and theft, the property is
taken by someone to whom it was entrusted. Fraud, however,
consists of the use of false or misleading information to
induce the owner of the property to relinquish it voluntarily.
For example, an official who takes and sells part of a relief
donation or a shipment of food or medical supplies would be
committing theft or embezzlement; an official who induces
an aid agency to oversupply aid by misrepresenting the
number of people in need of it, is committing fraud. An
ordinary bystander, on the other hand, who steals aid
packages from a truck is committing theft but not
corruption. That is why the term ‘embezzlement’ essentially
means the theft of property by someone to whom it was
entrusted.

Extortion. This relies on coercion, such as the use or threat of
violence or the exposure of damaging information, to induce
cooperation. Officials in a position to initiate or conduct crimi-
nal prosecution or punishment often use the threat of pros-
ecution or punishment as a basis for extortion. While extor-
tion can be committed by government officials or insiders,
such officials can also be victims of it. For example, an official
can extort corrupt payments in exchange for a favour or a
person seeking a favour can extort it from the official by
making threats. In some cases, extortion may differ from brib-
ery only in the degree of coercion involved. A doctor may
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solicit a bribe for seeing a patient quickly but if an appoint-
ment is a matter of medical necessity, the ‘bribe’ can be more
properly characterized as ‘extortion’.

Abuse of discretion. For example, an official responsible for
government contracting may exercise the discretion to pur-
chase goods or services from a company in which he or she
holds a personal interest or propose real estate developments
that will increase the value of personal property. Such abuse
is often associated with bureaucracies where there is broad
individual discretion and few oversight or accountability struc-
tures, or where decision-making rules are so complex that
they neutralize the effectiveness of any accountability struc-
tures that do exist.

Favouritism, nepotism and clientelism. This generally involves
abuse of discretion. Such abuses, however, are governed not
by the self-interest of an official but the interests of someone
linked to him or her through membership of a family, political
party, tribe, religious or other group. If an individual bribes
an official to hire him or her, the official acts in self-interest.
If a corrupt official hires a relative, he or she acts in ex-
change for the less tangible benefit of advancing the interests
of family or the specific relative involved (nepotism).

Conduct creating or exploiting conflicting interests. Most forms
of corruption involve the creation or exploitation of some con-
flict between the professional responsibilities of a corrupt in-
dividual and his or her private interests. The acceptance of a
bribe creates such a conflict of interest. Most cases of em-
bezzlement, theft or fraud involve an individual yielding to
temptation and taking undue advantage of a conflict of inter-
est that already exists.

Improper political contributions. It can be difficult to make a
distinction between legitimate contributions to political orga-
nizations and payments made in an attempt to unduly influ-
ence present or future activities by a party or its members
once they are in power. A donation made because the donor
supports the party and wishes to increase its chances of being
elected is not corrupt. A donation made with the intention or
expectation that the party will, once in office, favour the in-
terests of the donor over the interests of the public is tanta-
mount to the payment of a bribe.

Source: UNODC 2004.
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Citizens who need
services may have
no option but to
pay — what is
referred to as
‘needs-based’
corruption or
‘survival’ corruption

BOX 1.3

clients. Typically, they know far more about
the administration or the business than either
the principal or the client — a situation of ‘asym-
metric information’ — and can exploit their
position as go-betweens to act more in their
own interest, commonly through bribery,
extortion, fraud, nepotism or embezzlement.

Grand and Petty Corruption

Within government, corruption can take
many forms, at many levels (Box 1.2). The
commonest distinction is between ‘grand
corruption’ and ‘petty corruption’. In grand
corruption sums are large and agents are typi-
cally high-level politicians or officials who
collude with corporations by, for example,
accepting bribes from contractors. This is
especially prevalent in periods of rapid eco-
nomic growth when there are many new
opportunities for investment in infrastruc-
ture, for example, or in the extraction of
natural resources. In these circumstances,
decisions are often taken secretly and quickly
and with little effective oversight. But even in

normal circumstances many areas of govern-
ment activity such as arms supplies are
shrouded in secrecy and are vulnerable to
grand corruption.

Petty corruption, on the other hand, also
referred to as ‘street’ or ‘retail’ corruption,
involves transactions that are smaller but
usually more frequent. It generally involves
agents or sub-agents demanding or accepting
‘speed money’ to issue licenses, for example,
or to provide access to schools, hospitals or
water supplies. Unlike grand corruption,
petty corruption often thrives during periods
of weak economic growth at times when goods
and services are in short supply — though the
agents can also deliberately create shortages
by raising additional bureaucratic hurdles.
Petty corruption also has a more direct im-
pact on the poor.

Citizens who need services may have no
option but to pay — what is referred to as
‘needs-based’ corruption or ‘survival’ corrup-
tion. Some may take the initiative in offering
bribes in order to gain privileged access or to
jump queues. The poor, however, with the

VIirTuous WoMEN, CorRRUPT MEN?

It is popularly thought that women are more honest and less
corrupt than men. This claim has been supported by a num-
ber of studies which argue that women are less tolerant of
corruption than men, and that having more women in public
life would reduce corruption.

Statistics show that in the Asia-Pacific region, if a country
has more women with secondary education, and a higher pro-
portion of those working in the service sector are women,
then the country’s score on the control of corruption index
tends to be higher. On the other hand, the control of corrup-
tion index does not show any significant correlation with the
proportion of seats held by women in national parliament.
Similarly, many of the countries in the region have been run
by female presidents or prime ministers with no discernable
improvement in corruption.

In fact, many women would find it difficult to get involved
in corrupt dealings — even if they wanted to. Arenas where
corrupt dealings take place are typically all-male networks and
forums from which women are excluded. In India and
Bangladesh, for example, women cannot normally participate
in the male-dominated patronage networks through which
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corrupt exchanges occur, unless they are represented by male
relatives.

Without holding posts with potential bribery income, how
can women become ‘receivers’? In Bangladesh, for example,
only 20 per cent of Civil Service cadre officers are female.
Similarly, without access to substantial assets and to incomes,
how can women equally be ‘givers’?

As workplaces become more feminized and women take
leadership jobs it cannot be assumed that women will be less
corrupt. On the other hand, gender may influence the impact
of corruption. Women are, for example, at risk of extortion for
sexual favours instead of cash much more frequently than
men. And when positions, grades, and diplomas can be
bought, girls are less likely to benefit. Women, with less cash
at their disposal are more likely to lose out. Finally, the funds
allocated for women’s development may be more easily stolen
if women are less aware of their rights and less willing to
demand accountability.

Sources: Alolo 2006; Dollar et al. 1999; Goetz 2007; Goetz and
Jenkins 2005; Nyamu-Musembi 2006; Swamy et al. 2000;
Transparency International Bangladesh 2007.
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same needs, do not have the same freedom to
pay for their needs to be met.

Areas of Ambiguity

Although many acts of corruption, whether
grand or petty, are clear enough, there can
also be areas of uncertainty between accept-
able and unacceptable behaviour. These
include:

Legality and illegality. Acts that many people
would regard as corrupt need not necessarily
be illegal. Until a few years ago it was quite
legal for companies based in OECD countries
to bribe officials in other countries. Only
recently has this become a crime in the
company’s home country. On the other hand,
there are many illegal acts which do not
involve corruption. A government official who
steals a car in the street is guilty of theft, but
if he or she acquires it by abusing their privi-
leged position in the administration, then this
constitutes corruption.

Ethics of survival. In many Asia-Pacific coun-
tries people engage in what might be called
‘survival corruption’ in order to meet basic
needs. Faced with poverty and shortages they
will do whatever is needed to support them-
selves and their families. Members of poor or
marginalized groups might, for example, steal
water or electricity in collusion with a local
lines-man, or bribe a petty official to falsify an
address to make them eligible for a ration card.

Private and public. In many countries across
Asiaand in smaller states in the Pacific, where
there are strong notions of hierarchy, it is con-
sidered right to make payments to those in
authority as a way of showing respect. In
these cases the public-private interface is ill-
defined. Power is seen to reside not in offices
or institutions but in the persons of high offi-
cials, and lines of authority are drawn not

from one function to another but from one
person to another. These lines are further
blurred when public officials have ties with
certain groups of citizens based on ethnicity,
religion, or language and may tend to favour
them, even if they do not have any direct fi-
nancial gain.

Gift giving. When is a gift a bribe? In many
societies across Asia and the Pacific, daily
transactions and social networking commonly
involve gifts, typically consumable items such
as food. Indeed in many Pacific countries not
giving a gift can be seen as corruption. In re-
cent times, however, traditional systems of
governance have been combined with ‘intro-
duced’ systems and as the two interplay, gift-
giving has been extended to non-consumable
items such as land. This manipulation of the
practice of gift giving has often led to the jus-
tification of corrupt acts. However it can be
argued that in most cases both the ‘givers’ and
the ‘takers’ know when the lines are being
crossed and a supposed gift is actually a bribe
for a specific favour.

Lobbying. Many developed countries, frown
upon bribery yet allow high-powered lobby-
ists to bombard public officials with one-sided
information and arguments. The lobbyists do
not provide cash but offer free ‘services’ such
as research and information with the inten-
tion of biasing lawmaking or awarding of
contracts in their favour. Lavishly funded lob-
bying can be considered as a form of corrup-
tion.

State capture. This refers to a situation where
private interest has effectively taken over cer-
tain state functions, a type of corruption gen-
erally less understood by the public or by the
media. One example is when an international
mining company is largely determining the
contours of a country’s mining policy. Cor-
ruptors who have achieved state capture do
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Corruption is
intrinsically bound
up with social
norms and practices

BOX 1.4

not simply take the institutions as given but
also seek to shape them: they are thus
‘makers’ rather than ‘takers’. Companies
often achieve this through corrupt and illegal
practices — for example, by bribing law-
makers to adjust legislation in their favour,
so that their subsequent activity may now be
legal but is actually corrupt. This can be
termed ‘legal corruption’®

Corruption is thus intrinsically bound up
with social norms and practices.” Indeed,
some people argue that it is not something to
which countries in the region should respond
— that efforts to combat corruption involve
imposing Western or developed country biases
on very different societies. In this context,
however, it is important to distinguish
between cultural pluralism and cultural rela-
tivism. Cultural pluralism acknowledges that
traditional practices are different and that
these differences will affect the forms of
corruption, but it is nevertheless consistent
with an underlying set of universal principles
that would condemn corruption.

JusT Not CRICKET

Cultural relativism, on the other hand,
would say that it is impossible to apply
values across traditional practice systems;
each country has to work out its own prin-
ciples of right and wrong — including those on
corruption. A related issue is cultural deter-
minism which asserts that certain traditional
practices are innately more prone to corrup-
tion. Some studies have indeed found
evidence for the fact that traditional practices
do matter but they do not show that some are
destined for corruption or are likely to be
more tolerant of it.8

A Scourge through the Ages

Corruption is certainly not a new phenom-
enon. Governments across the Asia-Pacific
region have been preoccupied with this issue
ever since they started to build states on the
basis of funds collected from peasant agricul-
ture. Rulers who wanted to raise funds for
wars of conquest or to reward court follow-
ers and the local nobility had to employ tax

Participation in sports helps young people learn honesty, disci-
pline and teamwork. But at the professional level, many sports
such as cricket, rugby and football are extremely lucrative
multi-billion dollar enterprises and sports bodies such as the
Fédération Internationale de Football Association (FIFA) and
the International Cricket Council (ICC) are accorded statuses
similar to those of governments. However, this boom has
come at a price and Transparency International argues that
commercialization of sport has promoted opportunism for
‘dirty business’ to thrive. FIFA and the ICC have taken some
action to monitor irregularities, although there is a lot more
to do.

In the Asia-Pacific region one of the most popular sports is
cricket, which in the last decade has been marred by match-
fixing and bribery scandals that have caused major players to
leave the game in shame. At the administrative level senior
officials have been sacked for using their authority for per-
sonal gain and entire boards have been dissolved.

The potential gains from corruption are also large when it
comes to choosing venues for huge events like the Olympics
and the Football World Cup, when politicians may be tempted
to bribe the officials of governing bodies. In addition, the domi-

22

nance of certain sports has given sports official’s diplomatic
statuses and other absolute privileges making them less
accountable and more susceptible to corruption.

Sport can itself also be used as a way to corrupt other
processes. In Sri Lanka, for example, making it onto a high
school sports team comes with a certain level of prestige that
is helpful in securing better employment. Thus it would be
beneficial at an interview if one belonged to the same alumni
as the interviewer and even better if one was a member of
its cricket or swimming team.

Many of the exposures of corruption in sport have been
the result of tireless work by investigative journalists and
organizations dedicated to ensuring fairness in sport. Interna-
tional sports organizations have also been making determined
efforts. FIFA, for example, has recently introduced an ethics
commissions and created a commercial firm called ‘Early
Warning System’ and the ICC now has an Anti-Corruption
and Security Unit — approaches that could be emulated by
other sporting bodies.

Sources: BBC, 2007; FIFA.com 2007; ICC n.d.; Poroznuk and
Pfeifer 2006; Transparency International 2006b.
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collection agents — who then spied an oppor-
tunity for self-enrichment. The statesman
and philosopher Kautilya, for example, wrote
in the fourth century Bc about the King’s
servants who were skimming off a part of his
revenue. ‘Just as it is impossible not to taste
honey or poison that one may find at the tip
of one’s tongue, so it is impossible for one deal-
ing with government funds not to taste, at
least a little bit, of the King’s wealth®
Kautilya went on to suggest that it is difficult,
though not impossible, to stop government
officials from hiding their corrupt take. There
are different versions of the same saying all
over the ancient empires of the world. And
many of the solutions advocated today,
such as raising the salary of officials or
improving records of property rights and tax
liabilities have also been advocated since time
immemorial.

Among all the ancient empires, China
came closest to organizing a centralized and
effectively managed bureaucracy — with all
the requirements for bringing corruption
to heel: political commitment from the
Emperor; a system of pay and benefits for the
scholar gentry; a moral-ethical code provided
by Confucian doctrine that emphasized order
and hierarchy; a system of audits and inspec-
tion; and, by no means least, harsh punish-
ments for disobedience.

Nevertheless, corruption remained a per-
sistent problem. The Emperor Yongzheng
(1723-35), for example, concluded that the
tax system was full of abuses and that local
financial clerks had been accepting payoffs to
exempt wealthy families from nearly all their
tax obligations. He responded with a series of
reforms, including improving financial
records of provincial authorities, carrying out
special inspections and increasing the salaries
of local officials through a bonus called
yang-lien ‘money to nourish honesty’.

Similar problems were evident in most
other countries in Asia and beyond. Until the
nineteenth and early twentieth century, many
of the now developed countries were riddled
with corruption. In some, for example, much
of the public funding for basic services such
as street cleaning and construction was
diverted through kickbacks. Since then,
matters have improved considerably; never-
theless it took some of these countries almost
a century to reform. One way of following
this slow process, for example, is to track the
steady decline in mentions of ‘corruption’ or
‘fraud’ in dailies (Figure 1.1). The figure
shows that corruption declined over a period
(long) as captured by reporting, controlling
for space given for political reporting.
National reporting (The New York Times) is
corroborated by small town and city report-
ing (Ancestry.com).10
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Figure 1.1: Declining Trend in Corruption and Fraud, 1815-1975

Note: ‘NY Times (Corr + Fraud)/Political’ and ‘Ancestry (Corr + Fraud)/Political’ are
series based on the count of articles containing the words ‘corruption’ and ‘fraud’ (and
their variants). For the Y-axis, this count is standardized, providing an ‘index of
corruption and fraud’ dividing by the number of articles containing the word ‘political’
(and its variants), taking into account the overall amount of attention given to politically-

relevant stories on corruption and fraud.

Source: Based on Glaeser and Goldin 2006.
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Asia, on the other hand, provides several
cases of countries that have managed to
reduce corruption much more swiftly. Before
1960, Singapore, for example, was as corrupt
as in many other places in Asia. Then in June
1960 the People’s Action Party introduced the
Prevention of Corruption Act, which
enhanced the powers of the Corrupt Practices
Investigation Bureau. As a result, by 1965,
when the country attained its independence,
the situation had been turned around and
today Singapore is of the cleanest and most
effective bureaucracies in the world.

Around the same time, Hong Kong too
started to take firm action against corruption.
The early 1970s was a time when ‘bad cops
and bribes ruled the streets’.12 The police
were largely in charge of running crime, while
regularly staging ‘fake busts’ to give an im-
pression of honest action. Widespread public
dissatisfaction, however, eventually resulted
in strong action. In 1974 the government
established the Independent Commission
against Corruption and by 1977 this had
helped break all major corruption syndicates,
including those within the police force.

Singapore and Hong Kong had the advan-
tages of being city territories over which it
proved easier to exert control, but probably
the most important reason for their success
was strong political will. In most other coun-
tries in Asia, anti-corruption efforts have gen-
erally been slower because they cover much
larger territories and because the leadership
has proved less resolute.

A Challenge for International Organizations

The past 60 years or so have seen a consider-
able increase in the number and scope of
international organizations. Nor surprisingly,
these too have proved vulnerable to corrup-
tion and have had to re-examine their
methods of operation so as to achieve greater
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transparency and accountability, confronting
malfeasance head-on and improving manage-
ment. This is vital if they are to fulfil the goals
of partners, staff and donors, and above all
the beneficiaries.

This has involved, for example, tighten-
ing up many policies and practices, strength-
ening ombudsman offices, requiring senior
staff to disclose their assets and liabilities,
increasing legal protection for whistleblowers,
and introducing independent audit offices.
Agencies are also publishing more informa-
tion through websites and other media. They
have added to this impetus for reform
through the formation of staff associations
and institutions such as ‘town hall meetings’
in which they can air their grievances to the
management.13

Measuring the Problem

Just as it is difficult to define corruption
across different cultures and political envi-
ronments, it is also very difficult to measure
its extent. One might consider, for example,
the amount of money being lost, but this
misses out the number of people involved.
And both the money value and the number of
people miss out on the social loss in under-
mining institutions. And in either case, since
corruption is generally illegal and clandestine,
it is hard to track it directly.

Instead, the most common measures
work indirectly, based not on registering
specific corrupt acts but people’s perceptions
of the extent of corruption. One of the most
widely cited examples is the ‘Corruption
Perception Index’ (CPI) produced by Trans-
parency International (T1).14 Since 1995 TI
has been collecting the ratings of business
people and country analysts and averaging
them into a single index. By 2007 the CPI
covered 180 countries and appeared as a
widely publicized league table which regularly



listed several Asian countries as among the
world’s most corrupt. Since 2003, Tl has
supplemented the CPl with the Global
Corruption Barometer which is based on a
Gallup International Poll that explores the is-
sues in greater detail, considering not just per-
ception, but also direct experience, and by
2006 covered 62 countries.

Another widely used source, produced
since 1996 by the World Bank, is the Control
of Corruption Index (CCI). Although its title
suggests that it is measuring the effectiveness
of measures to control corruption it is, in fact,
another perception index. It does however
differ in a number of respects from the CPI. It
gathers data from a wider range of sources
than the CPI and also covers petty and grand
corruption as well as situations of state cap-
ture. In addition, the CClI uses different statis-
tical techniques that make it better suited for
comparisons across countries and over time.
While interpreting the CCl, it should be noted
that it combines perceptions and observed data.

Other sources of corruption rankings
include those from private consultancies
designed to offer businesses and investors an
indication of the investment climate in each
country. The International Country Risk
Guide, for example, includes subjective assess-
ments conducted by staff on the ‘likeliness to
demand illegal payments in high and low
levels of government..

These indices do indeed provide some in-
formation of relevance and spur countries
into responding. But they may not give a very
accurate reflection of the actual situation and
make little attempt to gauge the pressures and
the effects on the poor. Mostly they are ori-
ented towards businesses though they may
also be used by donors to make decisions on
the distribution of foreign aid. They can also
be useful at the regional level for comparative
purposes — for which this report will use the
CCI index. Another approach would be to

compare each country’s vulnerability to cor-
ruption by considering factors such as the size
of the public sector, or marginal tax rates
(Box 1.5). But ultimately, no single metric
would work in uniquely measuring the phe-
nomenon.

Forms of Government

History has demonstrated that all forms of
government are vulnerable to corruption but
some may be more vulnerable than others. It
might be argued, for example, that, authori-
tarian leaders, such as Chinese emperors,
would have found it easier to deal with corrup-
tion because they can act against corrupt offi-
cials quickly and ruthlessly without the need
for prolonged and uncertain judicial processes.
On the other hand, authoritarian leaders may
also deliberately foster a more corrupt envi-
ronment as a result of what has been called
the ‘dictator’s dilemma’: the more power a
dictator has the more insecure he feels, so he
distributes opportunities for ‘rent gathering’
and other favours as ways of building sup-
port and trust.

Similar considerations can apply in demo-
cratic systems. Democracies are better
designed to control corruption since citizens
can take advantage of regular elections to vote
out corrupt politicians, but the quality of
democracy determines if this mechanism is
actually exercised. Democracies can also be
susceptible to corruption if politicians become
beholden to wealthy donors on whom they
rely for electoral funds and who will expect
favours in return. This popular disillusion-
ment has recently led to the overthrow of
many democratically elected regimes on the
explicit grounds of corruption, such as in
Bangladesh, Fiji and Thailand.

One way of checking which system is
cleaner in practice is to compare the indices
of corruption with those of democracy. This
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BOX 1.5
CouNTRY VULNERABILITY TO CORRUPTION

est start in this direction by trying to identify likely factors
and seeking out appropriate, observable indicators on which
data are available. Below 21 indicators are grouped into 12
categories.

Most popular measures of corruption are based, at least in
part, on perception. Another approach might be to chart the
‘climate’ for corruption by identifying factors that may make
a country vulnerable to corruption. This Report makes a mod-

Factors Capturing the Vulnerability of Countries to Corruption

Categories

Indicators

Taxation system

Trade policy

Regulatory policy and transaction costs
Level and nature of public expenditure
Inequality

Access to services

Dependence on natural resources
Access to knowledge and information

Relative wages in public sector

Importance of FDI/ODA

Informal Sector
Extent of cash transaction

Highest marginal tax rate, individual rate (%)

Highest marginal tax rate, corporate rate (%)

Trade restrictiveness index (Tariff and NTF manufacturing)
Start-up procedures to register a business (number)

Procedures to enforce a contract (number)

Procedures to register property (number)

Military expenditure (% of GDP)

Public investment (% of GDP)

Ratio of the top 20% to bottom 20%

No access to improved water source (% of population)

Physicians per 1,000 people (reciprocal — to make it unidirectional)
Gross non-enrolment rate (Combined primary, secondary and tertiary) (%)
Mining (% of GDP)

Illiteracy rate, adult total (% of people ages 15 and above)

Internet non-users (% people)

No subscription to fixed line and mobile phone (% people)

Military personnel exp per capita/per capita income (Proxy indicator, reciprocal to
make it unidirectional)

FDI (% of GDP)

ODA (% of GDP)

Informal sector (trade + construction + other) as % of GDP (Proxy indicator)
Currency in circulation (% of money supply)

Source: Gampat, Sarangi, Wickramarathne and Senarathne 2007.

The 21 indicators are unidirectional in the sense that all
indicators contribute positively to vulnerability to corruption.

depending upon the country context. A more detailed discus-
sion of these indicators is given in Technical note 2.

Of course, the relative importance of the indicators will vary

is illustrated in Figure 1.2 which plots the
Control of Corruption Index against an index
produced by the Economist Intelligence Unit
which rates countries along a scale from 0
(authoritarian regimes) to 10 (full democ-
racy). On this basis, countries at the highest
ranking on the democracy scale tend also to
be high on control of corruption, though there
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are some outliers, such as Bhutan, Hong Kong
(SAR), China and Singapore, which appear
to have done exceptionally well in controlling
corruption. The pattern is similar within the
sample of developing countries and also
within developed countries.

This is, of course, only a correlation. It
does not indicate whether democracy itself



helps reduce corruption. However there have
been efforts to explore causality. Treisman
(2000), for example, using data from 64
countries, suggest that there is a connection,
but he ascribes this not just to the current
degree of democracy but to the length of time
a democratic system has been in place: the
more experience a country has with democ-
racy, the better it can address corruption.
This implies that in the short term compared
with more authoritarian states, young democ-
racies such as Cambodia, Indonesia, or the
Philippines may have little advantage. But in
the long term, when these countries have ac-
cumulated more experience with democratic
institutions and improve the quality of their
democratic practice, they would be able to
address corruption more effectively.

Parliamentary and Presidential Systems

There are, of course, many different shades
and types of democracy. One of the clearest
distinctions is between parliamentary and
presidential systems. The Asia-Pacific region
is distinct from the rest of the world in that it
has a lower proportion of presidential or semi-
presidential systems. In the rest of the world
55 per cent of states have these systems. In
the Asia-Pacific region, on the other hand, only
27 per cent of countries do so; 58 per cent
have parliamentary systems, the rest being
monarchies or one-party states (Figure 1.3).

How do the different systems rate on the
CCI? This is illustrated in Figure 1.4, which
shows that the region’s democracies tend to
do better, achieving a simple average score of
0.1 compared with presidential and semi-
presidential systems which get scores of 0.7
and —0.4 respectively. Somewhat surpris-
ingly, the presidential and semi-presidential
systems in Asia and the Pacific do not per-
form significantly better than one-party sys-
tems, which have a score of —1.1. As this fig-
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Figure 1.2: Political Systems and Perceptions of Corruption

Sources: EIU 2007; World Bank 2007b.
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Source: Tran 2007.

ure also shows, even the region’s parliamen- The more
tary democracies have lower scores than those experience a
in the rest of the world. On the other hand, country has with
the region appears to enjoy some of the democracy, the
world’s least corrupt monarchies. better it can

This perspective is confirmed by many  2ddress corruption

cross-country and multivariate analyses
which show that that corruption is
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Corruption is
significantly lower
in parliamentary
States than in
presidential ones

significantly lower in parliamentary states
than in presidential ones.1® Others go further
to show that corruption tends to increase as
the president gets more powerful and that it
usually worse towards the end of the presi-
dential term, maybe because by this stage the
incumbent has little to lose.16
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Country Size and Decentralization

Corruption can also vary according to the size
of the country. Some studies have found that
larger countries tend to be more susceptible
to corruption than smaller ones, perhaps
because in smaller countries people are more
likely to know their rulers and are in a better
position to keep an eye on them.1” Large coun-
tries might, however, be able to achieve a
similar effect by decentralizing administration
to lower levels of government, which local
people would be better able to monitor and
control. This assumes however that local
communities have the necessary capacity. In
practice this is seldom the case — legal and
monitoring institutions are generally weaker
and fewer at the local level, so decentraliza-
tion can instead open the door to greater
corruption.

One way to assess this would be to
compare control of corruption with the
extent of decentralization as indicated by the
share of national expenditure administered
at sub-national levels. As Figure 1.5 shows,
this does not indicate any correlation. Indeed
a number of studies that have attempted to
assess the effects of decentralization on
corruption have come up with mixed
results.18 So although many governments are
keen on decentralization as a means of achiev-
ing more effective governance, the benefits for
the control of corruption remain unproven.

Impact on People’s Lives

While it is interesting to consider in principle
the relationship between systems of govern-
ment and perceptions of corruption,
ultimately the most important issue is which
system offers greater protection to its citizens
and is better able to promote human develop-
ment. One indication of this is the Trans-
parency International Global Corruption



Barometer. This is compiled from opinion
surveys that ask people to rate the level of
corruption in seven important aspects of their
everyday lives, on a scale from 1 (not at all
corrupt) to 5 (extremely corrupt). The results
for the Asia-Pacific region are shown in
Figure 1.6.

Overall, people clearly have least confi-
dence in the honesty of the police, followed by
the judiciary and tax offices — though higher
or supreme courts are considered relatively
clean. Education and medical services rank
in the middle of the scale, while the least
corrupt sectors are utilities and registry or
permit services — although even here levels of
corruption are still very high.

But as Figure 1.6 also shows, in each of
the seven sectors it seems that ordinary
people are best served by parliamentary sys-
tems. Of the other systems, the presidential
ones perform better than semi-presidential
ones, though in both cases the perceived rates
of corruption are not only higher but vary
considerably across sectors.

Hampering Economic Performance

Another matter of great concern is whether
corruption affects economic performance.
This will be difficult to prove one way or the
other since economic growth is clearly the
outcome of many different factors — up to 40
factors have in different studies been identi-
fied as having an effect on economic growth.1®
Generally they appear to be detrimental to
economic growth, but there can be exceptions.
For instance, it may not appear to harm
growth in countries which are in the process
of modernization.2° Furthermore, the effects
may only surface in the long term. For
example, corruption may discourage innova-
tion, or divert funds from productivity-
enhancing investments towards those that
offer more opportunities for rent-seeking.

Police 'Judiciary' Tax
System Revenue System

'Education Medical Registry/' Utilities
Services Permit
Services

| O Parliamentary = Presidential
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Figure 1.6: Political Systems, Perceptions of Corruption Across Different Sectors

Source: Transparency International 2006a.

Can Corruption Boost Growth?

One way in which corruption might be
thought to help economic performance is by
‘greasing the wheels’, i.e. allowing businesses
to get quicker decisions, cutting through red
tape and thus operate more efficiently. In
countries where laws are rigid and inappro-
priate, circumventing these through bribery
might increase efficiency. In fact, there is not
much evidence that corruption has any such
beneficial effect. One study found, for
example, that the firms that were required to
pay extensive bribes were still subject to high
levels of official harassment. It seems that in
a highly corrupt environment, officials take
advantage of this to develop more sophisti-
cated approaches, ‘customizing’ the nature
and scale of their harassment to each firm
and its ability to pay bribes.2!

Another suggestion is that corruption
could compensate for weak government.
Bureaucrats charged with choosing between
companies that are to be awarded contracts
may, for example, have neither the informa-
tion nor the competence to make the decisions
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on objective criteria. They could therefore
simply award the contract to whoever offers
the biggest bribe — effectively holding an
auction in which the contract goes to the
company that places the highest valuation.
This might be one way of achieving ‘allocative
efficiency’, but this assumes that the person
offering the biggest bribe also is the most
talented entrepreneur with the best project,
which is often not the case.

Bribery might also be seen as a way to
increase efficiency by allowing queuing and
rationing systems to work more effectively,
on the assumption that the person or
company prepared to pay most is also the one
that can make the best use of the services.
Indeed overall queuing times could be reduced
if payments induce bureaucrats to work more
rapidly.22 Even if this were the case, however,
capacity to pay seldom coincides with real
need, so there will be a strong element of
injustice.

A more fundamental objection to the
‘grease’ hypothesis is that it assumes a static
environment in which businesses are faced
with a bad and unchanging bureaucratic
environment. It is more probable, however
that businesses are sustaining this situation
by their willingness and capacity to offer
bribes — encouraging bureaucrats to increase
their rigidity and unreel yet more red tape.
Indeed in circumstances of rampant corrup-
tion, even honest officials will tend to become
more bureaucratic — not because they want to
extract bribes but because they do not want
to be held individually responsible for any
decision where they could be accused of
taking bribes.

Moreover, for every case where corrup-
tion is suggested as a way of increasing effi-
ciency there are always cleaner courses of
action that perform at least as well or better.
The fear that eliminating corruption will lead
to a loss in efficiency is clearly unfounded.
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How Corruption could Hamper Growth?

On the other hand, it is also possible to iden-
tify many more mechanisms through which
corruption could hamper growth:

Allocation of talent. Economic activity will cer-
tainly be hampered if people can earn more
by working as corrupt bureaucrats than as
entrepreneurs. Corruption thus distorts the
allocation of talent by steering people to less
productive or unproductive sectors. In the
end, this leads to a downward spiral that
even affects the income of corrupt officials. If
the productive sector shrinks and returns are
low, payoffs too will tend to fall, leading to
high corruption with no growth.2® Talent is
also allocated to maximize family benefit
through diversification, such as when one
family member joins politics, another the
bureaucracy and a third the private sector.
This is often done to *hedge’ any risk involved
in changing political circumstances, for
example, when an opposing political party
comes to power.

Size of the formal sector. A corrupt system may
also prevent entrepreneurs from moving from
the informal to the formal sector. Entrepre-
neurs who want to register their business may
have to pay a high level of bribes to get the
necessary documentation. If the informal sec-
tor is less productive or the cost of doing busi-
ness in the informal sector is very high, then
long-run growth will be lower. However, if the
cost of operation in the informal sector is low,
bureaucratic corruption may not have any ef-
fect on growth.24

Availability of public goods. Economic growth
rates also depend on the level of government-
provided public goods.2> Corruption can af-
fect these in several ways. Fiscal corruption,
for example, could reduce government rev-



enues leading to lower investment in infra-
structure. But even in the absence of fiscal
corruption, bureaucratic corruption generally
causes public goods to be under-supplied and
overpriced.

Innovation. Corruption is likely to hamper
innovation.28 This is because innovators
when starting from scratch tend to have
greater need for government-produced goods
and services and also have riskier projects
that are vulnerable to bureaucratic delays. So
even if corruption does not slow down invest-
ment or production in the short term, by
deterring innovation it can have serious
implications for long-term growth.

Empirical Results

In principle therefore corruption is likely to
slow economic growth, and a number of
empirical studies have indeed suggested that
higher levels of corruption are associated
with lower levels of growth — though the
correlation is weaker in Asia than else-
where.2” One, for example, concludes that a
10 per cent increase in corruption perception,
would lead to a 2.8 per cent reduction in
growth rate in Africa, and 2.6 per cent in
Latin America but only 1.7 per cent in Asia.?8
This reduction in growth results to some
extent from reducing investment?9 but
mainly from undermining political stability
which in one study accounted for around two-
thirds of the effect of corruption on growth.3°
This suggests that corruption will have less
effect on growth in countries with strong
governments.

The link between corruption and growth
can also depend on the size of the country.3!
Corruption may seem less damaging to
growth in larger countries. In East Asia a
number of large countries with high perceived
levels of corruption have also sustained high

levels of economic growth. This may be
linked to market size since investors may be
willing to accept the risks posed by corrup-
tion if they are offset by the potential of a
large consumer market. Growth rates seem
to have been slower in smaller countries —
with the exception of city states where anti-
corruption efforts have been successful.

Another factor is the way in which
corruption is organized.32 Many people have
argued that corruption is less harmful to
growth when it is predictable — when, for
example, a strong but corrupt ruler demands
for himself and his entourage a standard
percentage on all major activities. This might
explain why many Asian countries have sus-
tained rapid growth despite high levels of
corruption —compared with other regions like
Africa, where corruption is thought to be
more disorganized. One study using a World
Bank dataset confirmed that investment
boosts productivity even at high levels of
corruption. However, it also found that as the
level of corruption rose it also becomes less
predictable, so it would be wrong to believe
that corruption can always be safely
managed.33

Corruption will also have a less corrosive
effect on the economy if corrupt politicians
and officials work with a long-time horizon
and deliver genuine benefits to the payers of
bribes. During the 1980s and 1990s in a
number of East Asian states, politicians
established long-term relationships with
capitalists; in exchange for bribes and kick-
backs they provided valuable promotional
privileges. In other countries where officials
extracted bribes in a less predictable fashion
and offered fewer real benefits growth tended
to be slower.34

In addition to comparing the experience
of different countries it might also be possible
to look at groups of countries in Asia Pacific
region and see if changes over time in the
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As the crisis
continued,
corruption also
weakened
governments’
capacity to respond
and to protect

the poor

perceived levels of corruption correlate with
changes in economic output. However, the
opportunities for doing so are limited. The
CCI, for example, has been produced only
since 1996 and annually only since 2000. For
some of the most dynamic economies of the
region this provides only eight observations,
some of which were during the Asian finan-
cial crisis, when the economic and political
environment was in rapid flux.

Certainly there does not seem to be any
correlation for individual countries. Take the
example of Bangladesh which according to the
CCI ranking is one of the world’s worst
countries in terms of corruption control. Yet
it has achieved steady growth which does not
correlate with the level of the CCI; indeed,
corruption has become worse according to
this index (Figure 1.7). This experience may,
however, be temporary in a country making
the transition to a more free market
economy.3® Yet, despite what high level of
corruption might suggest, Bangladesh has
made remarkable progress in certain social
indicators such as in health (immunization
rates and infant mortality) and gender

GDP Growth (Per cent)

N —-+-GDP growth (Malaysia)
—4 v/ --—-CClI (Malaysia)
_6 \/ —— GDP growth (India)
v ~———CCl (India)
-8 —— GDP growth (Bangladesh)
10 ——CCI (Bangladesh)

Control of Corruption Index

2.5

Figure 1.7: Control of Corruption Index and GDP Growth

Note: GDP growth in the figure is the annual per cent change of GDP at constant
2000 prices. GDP growth is graphed on the left axis and control of corruption index
is graphed on the right axis.

Sources: World Bank 2007b; World Bank 2007c.
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equality in education. The vibrant NGO
sector in the country, along with government,
has been instrumental in these positive
human development outcomes even though
corruption is shown by the CCI to be
extremely pervasive in Bangladesh.

Even India, which has a middle ranking
in the CCI, has seen significant fluctuations
in economic growth at a time when percep-
tions of corruption have been relatively stable.
Similarly, for Malaysia, which is consistently
ranked among the cleaner Asia-Pacific coun-
tries, the growth and corruption outcomes
seem unrelated: growth fluctuated between
1997 and 2002, though the perception of
corruption scarcely changed.

One can also put the growth-corruption
link into some perspective by considering the
rise first of China and now of India as star
global economic performers. Could they have
grown any faster in the absence of corruption?
Indian economic growth was over 9 per cent
in 2006 and that of China has been over 10
per cent over a prolonged period. Corruption
may have hampered growth, but probably not
much. It seems more likely that growth is
constrained by other factors — such as world
market demand, the rate of technological
adaptation and the actions of global competi-
tors. It can, however, be argued that even in
these countries growth will eventually lead to
systemic shocks — economic or political —
which are less easy to manage in countries
hampered by high levels of corruption.

The Asian Financial Crisis

The most dramatic case of corruption
contributing to an economic implosion was
the 1997 Asian financial crisis. By now the
proximate causes of the crisis are well known
— related to the premature liberalization of
banks and capital markets in the absence of
an adequate regulatory framework. The need



for greater caution was also hidden to some
extent by many years of record growth, stable
exchange rates and relative political stability
— which generated a degree of euphoria.

For long-term foreign investors this was
too good an opportunity to miss. Faced with
rising labour costs at home they were happy
to take advantage of new technological possi-
bilities by relocating and outsourcing to Asia.
They were also reassured by the fact that
their governments had anti-communist and
defence alliances that reduced the likelihood
of sudden changes of regime and nationaliza-
tion of foreign assets, even in countries where
the state remained a key player in economic
decision-making.

The resulting flood of foreign capital,
much of it short term, combined with the
ability of local firms to borrow cheaply off-
shore in international capital markets created
a dangerous but predictable bubble. As
bubbles are prone to do, this one duly burst —
and in spectacular style, starting with the
nosedive of the Thai baht on 2 July 1997, and
going on to rock the world capital markets,
with tremors being felt as far away as Russia
and Brazil.

This was a crisis exacerbated by ‘crony
capitalism’ which distorted the worth of
companies. The value of many companies had
less to do with economic fundamentals and
more to do with their political connections.
Those that had managed to build strong
relationships with political leaders were able
to procure special privileges and licences and
protection against competitors. They also
found it easier to get credit. Valuable
resources thus went to those companies that
enjoyed special relations with government
officials rather than to those most willing to
pay for the license or who could achieve the
highest returns for a loan. With prosperity
based on firms that were well connected but
inefficient, productivity inevitably declined.

This created an unstable situation since
political connections can suddenly snap. In
Malaysia, for example, in the initial stages of
the financial crisis, the politically connected
firms were among the hardest hit — though
when capital controls were instituted follow-
ing the crisis, the position of these firms
recovered, corresponding to an increase in the
expected value of their political capital.3

Across the region, as the crisis continued,
corruption also weakened governments’
capacity to respond and to protect the poor.
This was partly because money for social
benefit programmes was stolen from public
funds but also because social safety net
programmes provided opportunities for
corruption among local governments and
officials and also allowed them to curry
favour with local interest groups who were
given priority over more deserving house-
holds. Local politicians were also able to sell
relief goods at rates above the subsidized
prices, and keep the remaining funds.
Corruption can therefore not only make coun-
tries more vulnerable to crises but also reduce
their capacity to handle such crises.

Corroding Tax Administration

One of the most important ways in which
corruption distorts both the national economy
and public investment is through the tax sys-
tem. Some of the factors likely to influence the
extent of corruption in the tax system are:3’

Complexity. If the rules are complex and the
laws unclear, with multiple regulations and
procedures, then the taxpayers are likely to
have to interact with the system — and
officials will have more opportunities to
extort bribes.

Rates. As tax rates increase, the motivation
for tax evasion also increases.
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Discretionary power of officials. The greater the
discretionary and monopoly power of tax
officials, the greater their scope for interpret-
ing rules and regulations to their advantage.
Without inadequate monitoring and report-
ing, the result is likely to be more corruption.

Appeals system. If it is costly and time-
consuming to file an appeal, taxpayers may
be motivated to ‘beat the system’. Indeed,
some people may do so simply to signal how
smart they are, though the empirical evidence
for this is weak.

There exists a
simultaneous
occurrence of low
control over
corruption and low
tax revenues for
several Asia-Pacific

Enforcement. If taxpayers and officials believe
that there is little risk of being caught or
punished they are more likely to engage in
corrupt behaviour.

Level of remuneration. If the wage levels of tax

countries officials are low, they will be more tempted to
supplement them through corruption.
28
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Overall governance environment. The extent of
corruption in a given tax administration
generally parallels that in the administrative
environment as a whole — if that is corrupt,
the tax system will be corrupt too.

Most forms of taxation are susceptible to
corruption, including value-added tax (VAT),
which in many countries is now replacing
other trade taxes. In Sri Lanka in 2006 the
amount of VAT fraud has been estimated to
be 3.57 billion rupees.®® In VAT many of the
opportunities arise in the credit and refund
mechanisms which allow tax officials and
businessmen to collude. There is also scope in
the system of VAT for false invoicing of trans-
actions. In addition, studies suggest that
causes of corruption in VAT may arise due to
credit claimed on purchases that are not
creditable, bogus traders and under reported
sales.39

The association between corruption and
tax revenue is shown in Figure 1.8. If outliers
are disregarded, the central message from this
chart is that there is an association between
the capacity to control corruption and tax
revenue: lower values of the CCI — suggesting
poor control of corruption — are associated
with lower tax revenues as a share of GDP
and vice versa.4? The figure indicates that
there exists a simultaneous occurrence of low
control over corruption and low tax revenues
for several Asia-Pacific countries.

Empirical evidence shows that countries
in the Asia-Pacific region perceived to have
high levels of corruption also tend to have
high marginal tax rates, both individual and
corporate. And the situation is worse if they
also have multiple, burdensome procedures.
One effect of this is that raising tax rates can
lead to a fall in net revenue, partly because of
corruption or because high rates drive busi-
nesses into the underground economy.*! The
result is that enforcement costs also go up and
net tax revenue goes down.



Corruption and Human Development

While there has been fairly intensive study of
the impact of corruption on economic growth,
there has been less systematic research on its
impact on human development. There are
various channels through which corruption
could cause damage. It is likely, for example,
to corrode ideals of public service, so admin-
istrations mired in corruption will also be
those less interested in investing in health and
education. But even if corrupt governments
want to increase investment in social services,
they will find that corruption has lowered
economic growth and weakened tax collection,
leaving them with less to spend on welfare
programmes.

Corruption is also likely to determine the
character of public investment. Corrupt offi-
cials are generally less attracted to small-scale
projects which involve a large number of
actors, and instead prefer to invest in large
infrastructure projects that offer greater
opportunities for collecting rents. This leads
to imbalances in the pattern of public expen-
diture — away from key public goods such as
health, education and environmental protec-
tion, and towards new roads or airports or
military hardware.*2 For example, they will
prefer large infrastructure projects that are
difficult to monitor and the purchase of mili-
tary and high technology goods rather than
ongoing expenditure on health and education.

To get a better insight into the impact of
corruption on the allocation of public expen-
diture, one study conducted a cross-country
regression for around 100 developing coun-
tries for the period 1996—2001.43 This con-
firmed that corruption reduced expenditure
especially on education, health and social
protection and affected the quality of services.

Other studies attempted to demonstrate
a more direct link with human development.
One, using the transparency international

corruption perception index and the human
development index, concluded that corrup-
tion does indeed lower human develop-
ment.*4 Others have looked at components of
human development such as health care and
education and demonstrated that corruption
both raises the costs and reduces the quality
of service and thus raises infant mortality and
school drop-out rates.*> Further studies have
similarly concluded that corruption reduces
life expectancy and literacy.46

The overall picture is illustrated in
Figure 1.9 which shows, as might be expected,
that the countries in the region with higher
levels of human development also demon-
strate low perceived levels of corruption,
as measured by the control of corruption
index.

A closer look also shows that both scores

Countries in the
region with higher
levels of human
development also
demonstrate low
perceived levels of

. L . corruption

tend to move in the same direction over time, p

as illustrated in Figure 1.10 which plots the

changes in human development over the

period 1980 and 2004 against the changes in

the CCI over the period 1996 to 2006, show-

ing that an improvement in human develop-

ment is associated with a significant boost in

the control of corruption.
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Cnange in Control of Corruption Index

between 1996 and 2006
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Again, however, this does not indicate
causality. It could just as well be that higher
levels of human development help combat
corruption. The potential feedback links are
illustrated in Figure 1.11.

The most obvious channel through which
higher levels of human development would
reduce corruption is through better standards
of education. Education empowers people to
demand their rights and access to the services
to which they are entitled, and also strength-
ens their capacity to detect corrupt practices
and speak out against them. The correlation
between perceived corruption and secondary
education is illustrated in Figure 1.12.

sectors of the economy, corruption also has cross-
border dimensions, which has become an issue with
accelerating globalization. However, various international
and regional conventions and agreements could
mitigate the impact of cross-border factors that drive
corruption.

All three forms of corruption can be found in the public
sector — petty, grand, and state capture. Petty corruption
is widespread in poor countries where a large fraction
of public services is delivered by the government —
shortages, real or contrived, numerous gatekeepers and
complex procedures create an incentive for corruption.
The private sector, on the other hand, provides the space
for grand and petty corruption. Depending upon the
circumstance, cross-border dimensions of corruption can
be linked to both sectors but the effect is the same:
corruption becomes more entrenched.

The most telling and direct effect is on growth via
investment. While there might be some short-term benefit
from grease-the-wheel corruption, the long-term effect
on growth is negative. Growth, in turn, affects
employment, inequality and government revenue.
Constrained government revenue presents serious
problems for the delivery of public services (health,
education, water, electricity). Employment, inequality and
delivery of public services are then linked to human
development, which can also have an independent and
direct effect on corruption.

Source: Gampat 2007a.



The Effects on Poverty

Corruption in its various forms is also likely
to affect poverty. This has been confirmed,
for example, in a global study which shows
that corruption tends to slow the income
growth for the bottom 20 per cent of the
population.*” As with human development,
corruption slows down poverty reduction by
lowering growth rates and reducing the effec-
tiveness of social programmes. There is not
much systematic evidence but it is well
known that many of the goods and services
targeted for the poor do not actually reach
them — instead finishing up in the hands of
well-off and connected households who can
afford to bribe the officials.

The poor also lose out since they have less
bargaining power when there is a general
shortage of services, public or private. The
rich and the powerful can get the best deals
out of the existing stock either through
bribery, good connections or access to the
open-market. Thus while the poor are already
excluded from various opportunities such as
credit and insurance because of market
imperfections, corruption erects a further
barrier. In addition the poor also lose out
when they pay bribes. Even if they do so less
frequently than the better off, the amounts
they pay generally represent a higher propor-
tion of their income.*8

Contours of the Report

The aim of this Report is primarily to
consider ways of countering corruption. The
following chapters therefore give a brief
summary of the nature and extent of corrup-
tion in some of the most important sectors,
along with examples of anti-corruption
measures.

Chapter Two. In the Asia-Pacific region
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corruption is seen to be highest in the police
and judiciary. This chapter considers how
this can undermine the position of the poor,
both by harassing them and by denying them
any means of redress. It also indicates ways
in which the judicial system can be made more
responsive and accountable.

The poor also lose
out since they have
less bargaining
power when there
is a general short-
age of services,
public or private

Chapter Three. Poor people encounter corrup-
tion in a wide range of services. This chapter
looks at health, education, water supply and
electricity, showing how both grand and petty
corruption reduce the funds available for
investment in human development.

Chapter Four. When money, food, or other
materials change hands there is always the
danger of ‘leakage’. This chapter looks at the
potential for tighter control during ‘special
development situations’ and when providing
social safety nets for the poor.

Chapter Five. Some of the largest bribes
concern the exploitation of precious natural
resources — from oil to minerals to forestry.
In this case the influence of the corruptors
can even amount to ‘state capture’.
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Chapter Six. Tackling corruption means
working simultaneously from the top down
and from the bottom up. This chapter starts
at the top looking at what governments need
to achieve in terms of legislation, creating
anticorruption agencies, fulfilling the right to
information and reforming their civil
services, as well as in cooperating with other
countries.

ASIA-PACIFIC HUMAN DEVELOPMENT REPORT

Chapter Seven. This chapter looks from the
bottom up at what citizens can do to counter
corruption when supported by the media and
civil society organizations.

Chapter Eight. This chapter distils from the
analysis of the Report, a 7-point agenda for
change.
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There are no transcripts in Indonesian courts.
And without a full transcript . . . how do you
Investigate court decisions properly?

AMIEN SUNARYADI, VICE-CHAIRMAN OF THE CORRUPTION ERADICATION
CommissioN (KPK), INDONESIA



Justice for Sale

In the Asia-Pacific region corruption is often at its worst in justice systems. Police, public
prosecutors, court officials, lawyers, judges — all can demand payments, sometimes not just for
doing their job but also for diverting justice from its true course.

Many people see the police and the judiciary
not as guarantors of their rights but as
sources of harassment and bribery, distrust
and fear. The officials who should be protect-
ing people from abuse are themselves often
the worst offenders. Small wonder that the
police and the courts are often held in low
esteem. This is evident in Table 2.1, showing
comparative ratings in the Transparency In-
ternational Global Corruption Barometer —
which asks people for their assessment of the
extent of corruption in various sectors of
government, on a rating of 1 (not corrupt) to
5 (highly corrupt). The answers were disturb-
ing. In Asia-Pacific as a whole the most
corrupt group were the politicians, but the
police came in a close second and the judi-
ciary not far behind. The situation appears,
however to be worse in Asia than in the
Pacific where the judiciary is not considered
that corrupt and is effectively independent of
government. Compared with other regions
the police are perceived as somewhat more
corrupt than those in Western Europe and in
North America, though less than those in
Africa and Latin America.

Police Corruption

The most common daily interaction with the
justice system is through the police. Each
country organizes its forces in different ways.
In some cases, in more remote and lawless
areas, for example, police-like tasks may be
carried out by the army, though the police

Chapter
TABLE 2.1
PERCEPTIONS OF CORRUPTION IN JUSTICE SYSTEM,
BY GLOBAL REGION
Political  Police Legal  Educa-
parties system  tional
judiciary  system
Asia-Pacific 4.0 38 33 31
Africa 42 46 4.0 38
South-East Europe 4.0 39 41 38
EU and other Western Europe 37 2.7 29 23
Latin America 42 42 41 3.0
North America 42 31 35 29
Former socialist states 39 41 39 338

Note: Transparency International’s Global Corruption Barometer measures people’s

perceptions of corruption in different sectors/public institutions on a scale of 1 to 5.

1 = Not at all corrupt; 5 = Extremely corrupt.

Source: Transparency International 2006a.

themselves may also have paramilitary
divisions, so the lines can be blurred. Never-
theless the police in all countries have the
same core task: to protect citizens and
provide them with security of life and per-
sonal property against potential threats from
others. The police also serve as guarantors of
state power, defending the state against
potential, large-scale violent action or
challenges — as is evident in their presence at
political demonstrations.

Many of the officers carrying out these
and other tasks are honest and conscientious
— trying to enforce the law fairly and to
protect citizens. But there are also others, who
for at least part of the time, have a different
agenda. In the rural areas, they may, for
example, be in the pockets of rich landowners
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While corruption in
the police forces

In many respects is
similar to that in
other public
services, in this
case it Is often
accompanied by
violence
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who can use the police to control their
workforce or their tenants. In the cities, the
police can be in the pay of large corporations,
colluding with politicians and business inter-
ests, and may be used, for example, to force
poor people off their land to make way for
new developments. And the poorly paid lower
constabulary, often living in slum-like condi-
tions, with inadequate resources to carry out
main responsibilities or satisfy demands of
supervisions, may feel pressured to seek
‘extra curricular’ income.

In some instances police officers may
simply be working for themselves, extracting
as much income as they can from their posi-
tion of power. While corruption in the police
forces in many respects is similar to that in
other public services, in this case it is often
accompanied by violence. The police can
legitimately use physical force in the pursuit
of their normal duties and even direct the
same force against the innocent. Members of
the public on the other hand have no such
rights; they are not permitted to resist even
an unjustified arrest using physical force.

The most common forms of police
corruption are:

Extortion. Police may, for example, apprehend
suspects whom they believe to be guilty of a
crime, but rather than executing a formal
arrest they may instead beat them up and
force them to pay for their freedom. Police
can also seize people they know to be inno-
cent, and threaten them with arrest and
demand payment for release — which for
women can often mean submitting to sexual
exploitation. This type of extortion is most
common when the police have great freedom
to arrest suspects and temporarily jail them,
independently of the courts. The police may
also act as local gangsters, threatening to in-
flict harm against establishments or individu-
als who are unwilling to pay for ‘protection’.
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Mixed fraud and extortion. If the courts have
to be involved, as they normally are in larger
cases, police extortion is often combined with
fraud — as in the classic case when the police
plant drugs in the pocket of the suspect. As
the case proceeds through the judicial process
the price of freedom to be paid to the police or
the judicial system steadily rises.

Corrupt transactions. The police may illegally
sell decisions such as not to report a traffic
violation, or not to register a crime. Or they
may offer to falsify reports by, for example,
reducing the amount of drugs a dealer is
recorded to have been carrying when arrested,
in order to reduce his punishment. Generally,
the simplest and most lucrative option for a
corrupt officer is not to arrest people who are
known to be guilty. For example, when prosti-
tution is illegal, the police can charge sex
workers a regular fee for not arresting them,
or perhaps in exchange for submitting to
sexual exploitation. In some cases, however,
it may well be the guilty party who initiates
the process by offering a bribe. Another type
of corrupt police transaction is to sell infor-
mation, such as a warning to illegal establish-
ments about impending inspections.

Whenever police corruption is extensive,
however, it tends to be linked with other
corruption networks. Some of these are
within the police service itself which may
have developed a hierarchical system for
distributing the proceeds of extortion up-
wards through higher ranks of the force. On
the other hand, much of the corruption actu-
ally starts at the top when senior officers de-
mand bribes for appointments or promotions
or for the most profitable postings. Senior of-
ficers also tend to be part of wider networks
of corruption within the justice system, with
connections with politicians, judges, lawyers,
and prison guards, as well as with criminal
gangs.



The Extent of the Problem

Some indication of the extent of corruption
in the Asia-Pacific region can be gathered from
surveys of public perception, as shown in
Table 2.1. But it is also possible to get more
direct indications from surveys of people’s
actual experience. The Global Corruption
Barometer also asks respondents about their
interactions with the police. In the Asia-
Pacific region this survey found that 18 per
cent of the respondents claimed to have paid
a bribe to the police over the previous year,
though this was a smaller proportion than
found in Latin America or Africa (Figure 2.1).

Another more indirect indication comes
from crime reporting and from crime victim
surveys. In most countries, victims tend to
report only a fraction of crimes. In Oceania,
the proportion is relatively high, at 52 per
cent, close to that in North America, but in
Asia it drops to 26 per cent.! The victim’s
decision on whether or not to report a crime
will depend on a number of factors — an
assessment of the likelihood of catching the
perpetrator, for example, or the options
offered by local systems of justice, or the
requirements of insurance companies. But
one key factor will be the victim’s views on
the efficiency and honesty of the police. When
victims in various countries in the Asia-
Pacific region were asked why they did not
report a crime, between one-third and three-
quarters cited lack of trust in the police.?

Among different branches of the police
some of the most frequent corrupt interac-
tions are with the traffic police. In Cambodia,
for example, one survey found that 89 per
cent of encounters with the traffic police
resulted in a bribe. Typically the payments
tended to be smaller amounts than those to
other branches of the police. The average bribe
from a household was around $9. Bribes
from businesses were about fifteen times
greater.3
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Figure 2.1: Respondents Who have Paid a Bribe to the Police, by Global Region

Source: Transparency International 2006a.

Similarly, in Sri Lanka, a survey
conducted in 2007 by the Centre for Policy
Alternatives, found that 45 per cent of people
who had interacted with the police due to
traffic violations had to rely on ‘alternative
processes’ (paying more than what was
prescribed, paying someone for assistance, or
using influence). Of those who gave more
money, three-quarters did so in response
to a demand, while the remainder did so
voluntarily.* One typical case occurred in
2004. The police stopped a citizen for driving
a vehicle with tinted windows, revoked his
licence and ordered him to go to the police
station to pay a fine. Here a grama-rakshaka
(home guard of the village security personnel)
told him his driver’s licence would be
returned if he paid a bribe of around $10.
When the driver reported this to the
Traffic Section, instead of disciplining the
grama-rakshaka, the sergeant said that his
licence would be returned only if he paid his
grocery bill of $54.5

Police also often demand bribes from
long-distance truck drivers. One study, in
Indonesia, involved accompanying truckers in
long inter-provincial journeys that encoun-
tered multiple police checkpoints. Bribe
expenses at these checkpoints constituted
around 13 per cent of the transportation cost
which, though less than the fuel cost, is a
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When victims in
various countries in
the Asia-Pacific
region were asked
why they did not
report a crime,
between one-third
and three-quarters
cited lack of trust
in the police
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little more than the wage cost.® Similarly a
report in Bangladesh found that a cattle
trader had to pay extortion money at eight
different places along the way to the market,
both to the police personnel and organized
criminals — which added 15 per cent to 20
per cent to the selling price.”

Impact on the Poor

The poor are the most vulnerable to police
corruption because they lack the influence
needed to defend themselves when they get
into difficulties. Although the sums extorted
by the police are relatively small they
constitute a significant proportion of the
income of poor people — as well as creating an
atmosphere of fear and apprehension. Most
analyses of corruption do not, however,
include the impact on the poor. This may be
because it involves relatively small amounts,
and is difficult to measure, and also because
the victims have little power to complain.

One example in Cambodia, for example,
involved a rural family who owned a small
boat but not the land where their house was
located. The wife reported that sometimes the
police came when her husband was out fish-
ing and although they did explain why they
were visiting her, she at times felt forced to
give them money, out of fear of losing the
boat.8 The police will generally monitor the
rural space for which they are responsible and
use this information to identifying the most
vulnerable families they can extort.

Among those greatly exposed to harass-
ment by the police are street vendors. Many
people working on the streets do so without
official recognition and even when they have
protection from appropriate legislation this
is not always implemented. As a result,
across the region street vendors are frequently
harassed by the police. If they do not pay up,
they are likely to see their goods confiscated
or destroyed.?® One well publicized case
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occurred in 1996 in Delhi, India. A fruit
vendor belonging to a minority community
was beaten to death by two policemen mainly
because he had failed to pay the hafta — a
weekly collection made by the police to
permit petty vendors to carry on their activi-
ties. The incident attracted a lot of attention
and action was taken by the department to
prosecute the guilty police officers after
pressure from the public. The National
Human Rights Commission asked the govern-
ment to pay a compensation of INR Rs 2.5
lakh10 to the next of kin and to take mea-
sures to curb the menace so that ‘this
vulnerable section of society can live in peace’.
The Commission subsequently received a
report from the Government of the
National Capital Territory of Delhi indicat-
ing compliance with the directions of the
Commission.11

Police can also harass whole neighbour-
hoods. In a riverside slum settlement in
Northern India poor families described to
reporters how police were fleecing them:
‘They have made our lives miserable. We do
not know when we will be thrown out of our
homes. They land up any time and demand
money. They threaten us that if we do not
pay, they would throw us out of our homes.
. . . Last week my clothes were torn apart
after my husband could not pay the money
demanded. We were allowed to go free only
after we sold our rickshaw and paid the
money’.12

On the other hand, poor people are less
likely to receive any attention if they want to
register a complaint. For poor and disadvan-
taged people in many countries in the Asia-
Pacific region, non-registration of their
complaints is one of the most common and
widespread grievances. While this may
simply be due to indifference to the needs of
the complainants it can also be the outcome
of corruption if those accused can pay the
police to ignore their crimes.



SpecIAL CoNTRIBUTION — CoMBATING CORRUPTION IN CRIMINAL JusTICE AGENCIES: THE INDIAN SCENE

India has won global praise for its
robust economy and its wider media
coverage of the ways in which public
servants function. ‘Sting’ operations to
expose corruption are the order of the
day. But amid these very positive deve-
lopments, not only are visible signs of
increased ethical standards few, but an
attitude of resignation to entrenched
graft also prevails.

Nowhere is this more evident than
in the Indian criminal justice system,
where the police and judiciary are
crucial points of public contact. The
police, as the first point, constitute the
cutting edge in offering needed relief to
a person in distress. Yet it is here that
there have been the most vociferous
complaints of corruption for decades.
Without the offer of a bribe, few
victims of crime get their cases regis-
tered as a ‘First Information Report’, the
starting point of investigation under the
law. Misdeeds may even be suppressed
by corrupt officials, often with a view of
circulating the false impression that
crime is under control, when it is not.

There are, however, successful ways
to deal with this. Increasing manpower
at police stations, the fundamental unit
of policing, will help, but it is not
enough. Simultaneously, police staff
should also be relieved of responsibility
for public order maintenance, specifically
for the protection of dignitaries, popu-
larly known as ‘VIP security’. Several
reform bodies, including the National
Police Commission itself, have long re-
commended that such work be assigned
to specialized units, an arrangement
under which a police station will then
become purely a service centre for the
average citizen. The separation of law
and order police and crime investigation
units was ordered by a Supreme Court
judgement in September 2006, however,
this has been only partially implemented
in many Indian states and must be
further strengthened.

Suppression of crime through the
manipulation of figures also decrease if
a qualitative evaluation replaces a

By R.K. Raghavan

statistical approach in assessing police
performance. But this calls for political
will and no political party likes to admit
a rise in crime when it is in office.

A major factor behind police corrup-
tion in India is the falling level of
integrity, especially at the level of elite
officers drawn from bright university
graduates. While a module in ethics is
now part of the curriculum at the
National Police Academy in Hyderabad,
this seems not to have yet brought about
the desired improvement in values.
Deterrence in the form of criminal
action under the Prevention of Corrup-
tion Act 1988 is one response that has
been tried, with modest success. In a
recent case, a former Commissioner of
Police was arrested and prosecuted on
charges of involvement in a nationwide
fraud scheme. This officer has since
been acquitted but the fact he was
suspected of malfeasance at all is one
index of the perception of declining
levels of integrity in the Indian police.

The frequent transfer of criminal
cases from the state police to the
Central Bureau of Investigation (CBI),
India’s highest investigating organiza-
tion, on complaints of lack of police
integrity offers another index of the
challenges facing police credibility in the
states. CBI has limited resources and
cannot handle too many cases, but this
method of judicial intervention can
ensure straightforward criminal investi-
gation in sensitive cases. Likewise, the
Supreme Court has ordered the creation
of a Police Complaints Authority.
Although this is intended primarily to
oversee cases involving alleged police
brutality, this body also could look into
charges of corruption and must be imple-
mented in more states.

At the same time, it is widely
believed by the public — and has been
admitted by a few Chief Justices them-
selves — that the judiciary is not free
from corruption. Fortunately, this
malaise is almost wholly confined to the
lower judiciary, which hears the less
grave cases of crime. There is, however,
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a growing feeling that the canker is
spreading upward to the higher courts
of the states. The major factor that
promotes judicial corruption is the
mind-boggling volume of work, which
results in the pending of cases for years,
sometimes for more than a decade. Judi-
cial discretion to prolong trials is wide,
through adjournments sought by defen-
dants for the flimsiest of reasons, which
is conducive to corruption. The appoint-
ment of unqualified judicial officials,
purely on political and non-legal consid-
erations, to prosecute cases on behalf of
the State marks another negative
feature of the scene.

A provision in the Constitution seeks
to ensure judicial integrity, but enforce-
ment has been at times futile, reinforc-
ing a sense of public resignation. In one
case, a Chief Justice was tried for
impeachment in the national Parliament
on charges of grave impropriety. The
motion failed because the issue became
mired in controversy, with the judge in
question being supported by one politi-
cal group on partisan grounds. Creation
of a National Judicial Council to look
into complaints against judges, in addi-
tion to other matters like appointments,
is another non-starter because of diffe-
rences of opinion between the central
Government and the judiciary.

To counter all this, in some instances
High Court Chief Justices and judges
have been transferred from one state to
another in a device tried by the Supreme
Court to neutralize partisan judges
against whom complaints of corruption
have been levelled. Still, this remains a
stopgap measure. Ultimately, it is only
the appointment of people of unimpeach-
able integrity that will at least partially
ensure judicial and police uprightness.

R.K. Raghavan is a former Director of
Central Bureau of Investigation, New
Delhi. He is currently a leading consult-
ant in the area of cyber-security and
writes two fortnightly columns for ‘The
Hindu’, a well- known English-language
newspaper group.
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With overwhelming
support, constant
media attention and
intense pressure
from all quarters,
reforms ultimately
proved a success
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Police corruption can also have significant
gender implications. According to a 2007
survey in Sri Lanka 78 per cent of the female
respondents said that if they had to go to the
police station for an