[image: image1.png]o
LS
INTERNATIONAL

ANTI-CORRUPTION
CONFERENCE




10th IACC – Prague, 2001

Workshop Report – Regional - Central and East Europe and the Commonwealth of Independent States

Chairs:
Elena Panfilova, Transparency International Russia
Helene Holm-Pedersen, Anti-corruption Network for Transition Economies, Organisation for Economic Cooperation

Panellists:
Anna Ossipova, Director, Center for Business Ethics and Corporate Governance, Russia
- How to Create Culture of Compliance on the Corporate Level: Integrity Pledges - Russian Experience
Ventsislav Karadjov, Executive Director, Transparency International Bulgaria
- Practical Lessons on How to Monitor the Privatisation in the Light of Bulgarian Experience
Miklos Marschall, Executive Director for CEE, Transparency International-Secretariat

Discussants:
Josip Kergar, Transparency International Croatia
Adrian Baboi-Stroe, Transparency International Romania
Integra Croatia, Business Consultancy

Contribution by Ventsislav Karajov

Practical Lessons on How to Monitor Privatisation in the Light of the Bulgarian Experience

Monitoring of different spheres of the government and business activities is very important. Bulgaria is, probably, the only chapter in the CEE where civil society has performed a close monitoring role of the state privatisation process. Transition economies are prone to offer an environment favourable for semi-legal and illegal economic activities due, to loopholes in legislation.

Privatisation, alongside public procurement, is one of such areas that lack transparency and hence offer many possibilities for corrupt practices. Hence, it is crucial to establish and apply preventive mechanisms in the area of privatisation which will be effective in combination with the following elements:

· transparency 

· institutional mechanisms 

· active involvement of the civil society 

Monitoring consists of the following stages:

· The government provides the civil society will all necessary documentation. 

· NGOs seek for irregularities in the legislation in force (e.g. TI Bulgaria discovered that there are inconsistencies in the Material Law and Procurement Law). 

· NGOs check conformity of the final contract to the bidding document. 

· Corruption-preventive mechanisms are designed. 

· Post-privatisation mechanism is designed and implemented (e.g. of the investment procedures). This last stage is extremely difficult. In Bulgaria, for example, the Privatisation Agency now has two senior officials to monitor the implementation of privatisation and the post-privatisation process. 

TI Bulgaria also monitored the GSM licensing process in Bulgaria and worked out recommendations for the government to be more transparent and efficient. Also, newly privatised companies experience problems once they plunge into the market economy. As a result, they become uncompetitive in the post-privatisation era, which is damaging for the economy. TI Bulgaria recommended the government apply mechanisms to resolve this problem.

Two major problems in monitoring privatisation in Bulgaria shall be mentioned:

· Many investors fail to keep engagements in the privatisation contracts. 

· Many investors are off-shore companies which are impossible to monitor. 

The report aroused animated discussion among the workshop participants, the main points of which were as follows:

· There is a danger that NGOs might be trespassing on somebody else's area, e.g. the government, if civil society does not monitor only procedures, but goes into the details, such as price monitoring. To avoid this danger, the NGOs must focus on monitoring procedures and checking compliance of the actual processes in place. 

· In the process of monitoring, civil society might also work out methodologies to recommend so as to improve the government's practices. For example, under pressure from TI Bulgaria, the state is in the process of changing the legislation to give up negotiations as a method for selecting private partners in privatisation. 

· Privatisation is something revolutionary and takes place within a rather brief period of time, and as a rule, legislation does not follow the needs of the process. Usually, governments can only develop some general rules and no detailed legislation. 

· It was acknowledged that getting information from the government might be a difficult process, even if the respective legislation is in place, e.g. the Access to Information Law. NGOs will also sign a contract with the government to entitle them to receive all vital information. In practice, government agencies would be reluctant to release information referring to confidentiality clauses. TI Bulgaria was forced to go to the media and thus pushed the government to the wall. 

· Countries with developed economies like, for example, Germany, may benefit from learning the regions' experience and using it to introduce transparency for bankruptcy laws, especially in the view that investors lost interest for the high-tech market, which finds it very difficult to attract public money. 

· Important as the legislation is, it is the mechanisms of its implementation that are really important. Bulgarian legislation is not bad (80% of German laws and 20% French). However, the problem is the implementation of the laws, not the laws themselves. 

Contribution by Anna Ossipova

How to Create Culture of Compliance on the Corporate Level: Integrity Pledges - Russian Experience

The Centre for Business Ethics and Corporate Governance, a Russian NGO, sees its mission in the institutionalisation of business ethics in the region. In 1998, there was little communication between businesses, and honest businesses could not find reliable partners. The first step was to have as many companies as possible to sign the Declaration of Integrity. Many companies initially refused to join the declaration, as they believed that corruption was just another matter of competition. Collective efforts turned out to be much more effective than individual actions.

The second initiative was Islands of Integrity in Construction Business, designed by Club for Honest Constructors, a business association which elaborated regulations for the construction sector. The Club has an Ethics Commission, which resolves various issues:

The last initiative is called the Integrity Pledge and represents an agreement between the contractor and the supplier with an obligation to conduct legal and honest business. Every party to sign the Integrity Pledge makes a bank deposit, which is lost in the event of the violation of the Pledge. This is very important from the point of view that although according to legislation - it is possible to go to court with an accusation of corruption, but in reality this is extremely difficult.

The NGO has collected enormous feedback from businesses concerning this action. Voluntary actions are much more effective in the Russian business environment, as there is evidence of quite a lot of legislation being ignored. Business ethics is not about morals; it is about trying to set up and institutionalise collective values and morals.

This report raised a number of issues for discussion:

Should ethical behaviour be enforced on businesses? The view was expressed that NGOs can only support voluntary initiatives coming from businesses, while enforcement is the domain of the government. The construction business is very competitive (they spend 50% of their revenues on ads), they also need to enjoy public credit (as they raise money in advance). They decided they can try to be honest, which might help them to survive in the market. They themselves refer to their attempts to be ethical as to a romantic initiative.

An opinion was also voiced that countries with different economic patterns have similar problems. Instead of supporting initiatives, monitoring, raising public awareness, it might be more efficient to identify and change weak points in the system via partnership on two levels: throughout the civil society and throughout international organisations, to exercise pressure on governments from all sides. In a word, it is time to move from reliance on enthusiasm to reliance on firm knowledge and actions.

It was also questioned if this initiative can be replicated to other parts of Russia. The fact is that similar activities sprang up independently in other places: through Viva Etika in the Czech Republic, and through Manus Volus initiative in Poland

Local administrations claim they are ready to support ethical initiatives, provided they come directly from businesses. 

It was questioned whether there are particular industries which are more apt to participate in such initiatives. Most probably, these industries are experiencing problems. There is a danger that businesses will join such initiatives with no intention of implementing them, but in pursuit of their own interests and will compromise the rest, but businesses are still able to regulate themselves.

Most experts agreed that no universal codes of conduct are applicable to all industries. Codes are industry specific: one of the best codes of ethics has been developed by audit companies. 

There are several levels of involvement. Some chapters encourage corporate membership from among business circles. E.g. the German Chapter developed a special document for corporate members. The next step is illustrated by the Czech Viva Etika initiative - an association of businesses which offers some guidance to businesses, but does not enforce certain values and principles. That is done at the third level of involvement, where membership in an association is accompanied by certain obligations taken by businesses - the members. The highest level is the Integrity Pact, under which a business signs an agreement and assumes an obligation to follow some principles, violation of which is loaded with repercussions.

Businesses often demand tax rates reduction, while requirements of transparency might reveal tax evasions.

Other tasks of a business association are: 

· dissemination of information 

· training while enforcing ethics codes is, at least currently, somewhat neglected 

"Ethics help against corruption no less than holy water helps against the devil". This quotation means that in the countries with transition economies the "devil" of corruption is not the intention of individuals, but rather the system which needs serious combating on the institutional level, with assistance from the international community; in particular, foreign firms doing businesses in our countries, who are also affected by the business environment.

Can local organisations take any action against foreign businesses engaged in corrupt practices in a corrupt environment? In fact, Prof. Kergar raised the issue of how to make the organisation better serve the purposes of the public good. The TI policy is not to name any names and should continue within those limits.

The workshop submitted the proposal to split into 4 regional subgroups: 

1. Central Europe/Baltics 

2. Eastern Europe 

3. Caucasus/Central Asia 

4. Russia/Ukraine/Moldova 

However, the suggestion was declined by the majority of participants. 

Main Themes Covered

1. Lessons learned in CEE & CIS in transition 

2. Knowledge shared in CEE & CIS 

3. Integrity in business conduct and codes of conduct 

4. Capacity building 

Main Conclusions

1. All countries with economies in transition have many common processes: privatisation, system deficiencies, financial instruments and mechanisms, competition, restitution. 

2. Civil society can be engaged in monitoring of the transition processes and institution-building (e.g., Bulgaria in privatisation of BTC). 

3. Islands of integrity, ethical conduct of businesses are samples of small steps in reaching national integrity. Construction sector is particularly exposed to corruption. Business associations and NGOs can foster business integrity. 

4. Partnerships among non-governmental players, as well as from public institutions are required to combat corruption. Voluntary business associations, such as Viva Etika in the Czech Republic, are interesting pilot initiatives, but they must bear sufficient weight. 

