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Synopsis

This paper is intended to guide the discussion on the workshop theme of donor policies and practices in anti-corruption efforts, with a focus on transparency in lending. It addresses the impact of donor-recipient relations, rather than the impact of donor good governance and anti-corruption initiatives, on the incidence of corruption. It also looks briefly at donor performance in dealing with internal corruption.
The bird’s-eye (donor) view is that corruption is an endogenous feature of aid recipient countries, and that aid can assist governments and civil society to combat corruption. My paper critiques this simple view from the worm’s-eye perspective and asks, citing numerous examples, to what extent aid agencies themselves effectively practice the transparency and accountability on which their aid is formally conditioned. 

· First,  aid agencies are themselves more or less vulnerable to corruption, depending on the type of agency and the effectiveness of the accountability mechanisms in place.

· Second,  in countries where aid constitutes a significant proportion of total savings, investment, and recurrent expenditure, aid is vulnerable to systematic misappropriation and may present perverse incentives to recipient governments. 

· Third, given the degree of aid dependency in many countries, particularly in sub-Saharan Africa, and their own self-interest, aid agencies are reluctant to apply their formal ‘zero tolerance’ principles in practice, and may consequently ignore or deny evidence of systematic corruption, including the misuse of their own programme or project funds. 

I identify a serious mismatch
 between formal anti-corruption policies and practices on the ground. To support my case, I  present some evidence from the East African region.
  I conclude that the perverse incentives and ‘moral hazards’ inherent in aid more than cancel out the aid agencies’ professed anti-corruption principles and support for anti-corruption activities. 

Summary

The theme of this workshop is aid policy and practice in the fight against corruption, including transparency in lending. Throughout this thematic paper I try to contrast  worm’s-eye and  bird’s-eye views of  aid and corruption. The worm sees aid as fuelling and tolerating grand corruption in Africa; the bird sees more aid as a source of solutions to Africa’s internal corruption problems. To date, the bird’s-eye view has dominated the aid discourse. I argue the following case: 

(1) Aid agencies
 define corruption as an endogenous (internal) variable characteristic of governments in ‘aided’ countries. Agencies are formally concerned with the potential of corruption to undermine policy implementation and aid effectiveness. Yet aid frequently serves to weaken the very governance institutions that should protect public resources against misuse. 

(2) The aid industry ignores the law of diminishing marginal returns.
 Aid dependent countries’ capacities to make good use of aid are finite. Enhanced aid flows, resulting for example from greater OECD commitments, would put more pressure on already weak African integrity systems, and strengthen existing incentives for agencies to turn a blind eye to corruption, waste and lack of impact. Expanding aid flows increases the likelihood of moral hazards.

(3) Aid agencies have no formal mandate to address  political ‘corruption’ among aid recipients, including cronyism with the private sector and the use of state and private sector resources for political as opposed to personal ends. Aid flows can strengthen the position of incumbent élites to pursue their political agendas, for example, by substituting for taxes. 

The paper is organised as follows. The diagnosis is a description of some of the major problems with integrity in the aid system. It locates aid and corruption issues within the wider debate on aid dependency and effectiveness and presents the main arguments of the paper. In the section that follows, I  present some examples from the region, particularly project aid to Tanzania, as well as East African leaders’ views on the issue. I then ask if and how conditionality over corruption influences aid donor-recipient relations. All the above focuses on corruption among aid recipients. I then discuss corruption and anti-corruption efforts within the aid agencies themselves, in particular the WB, including a short section on access to information. I then turn to the issue of how corruption undermines aid effectiveness and how aid agencies relate to ‘real’ politics in recipient countries. The big players consciously tolerate corruption as long as liberalisation proceeds, privatisation in particular, where large loans and big corporations are involved. I conclude that African governments are relatively free to pursue their political agendas without the aid agencies exerting too much constraining force. Finally I present some conclusions and recommendations on the way forward and a speculative prognosis of the likely future trends in development aid and corruption. The Appendix gives a brief overview of current corruption issues in Uganda, looking also at the aid dimension.

Diagnosis: aid’s fatal flaws

In the 2003 Global Corruption Report, Jeremy Pope argues as follows:

In the developing world the perceived secrecy and lack of accountability of aid donors and international financial institutions have fuelled people’s misgivings. The donors have too often appeared to shore up secretive regimes with loans and assistance, the details of which are kept from the citizens they are ostensibly intended to help. In some countries, these citizens are now expected to make good the loans plundered by their former leaders with the apparent acquiescence of the lenders.

Pope stresses perceptions from the developing world, the worm’s-eye view. The view that donor agencies have systematically colluded in mal-governance in the developing countries is one that aid agencies have only recently begun to take seriously, and then very unevenly. It is also a view not shared by contemporary African governments, many of which are highly dependent on continued aid flows to protect their weak economies from the stark realities of globalisation. Below I give some worm’s-eye perceptions from East Africa that support the view expressed above. 

There is a growing view that aid is part of the problem of corruption among aid recipients. To date, aid has failed to achieve its major goals of economic growth, poverty reduction and social development.
 According to this view:

· Aid agencies are more or less vulnerable to internal corruption, depending on the nature of the organisation and the effectiveness of the accountability mechanisms in place.

· Aid may present perverse incentives to recipient governments and is consequently vulnerable to systematic misuse. 

· Given the degree of aid dependency in many countries, particularly in sub-Saharan Africa, aid agencies are reluctant to apply their formal ‘zero tolerance’ principles and may consequently ignore or deny evidence of systematic corruption, including the misuse of their own programme or project funds. Anti-corruption conditionalities are rarely applied in practice.

Anti-corruption is one strand of the global Poverty Reduction Strategy Paper (PRSP) process, led by the WB and the IMF. PRSP reforms
 are intended to liberalise both markets and political systems.
 Good economic governance is defined as privatisation of state corporations and deregulating trade and financial markets. Institutional reforms are designed to address the state’s capacity to collect taxes, conduct competitive tendering, provide accessible social services, and assure security and justice. Political reforms include competitive politics, a free press, and an active civil society. These are proposed as key areas from the point of view of stimulating growth and reducing poverty in Africa. Can aid help improve the quality of governance and the performance of the private sector?
 The assumption of global pro-aid lobbies is that it can. Available evidence suggests that on balance it cannot.

Aid and corruption in East Africa: a worm’s-eye view
 

In this section I review the nature of the aid-corruption relationship in East Africa, though I hope the discussion has wider relevance. First, I try to highlight how aid dependency influences the nature and incidence of corrupt practices. My focus is the impact of aid on incentives for corruption. As well as citing East African leaders’ views on corruption and aid, I present some major examples of corruption in aid-funded projects. 

Net Official Development Assistance (ODA)  accounted for 50% of government expenditures in SSA between 1990-95.
 After independence, ODA financed mostly capital investments and technical assistance. Now it finances a growing proportion of recurrent expenditure too. The more corruption there is in the budgetary process, the more the misuse of aid. Consequently, donors’ concern with improving the transparency of the budgetary process has increased in parallel with external support for recurrent expenditure relative to other kinds of aid.
 Good governance protects budgets and aid from abuse.

Prior to liberalisation in the 1980s and 1990s, corruption in government typically involved the misappropriation of public resources within a highly state-controlled and regulated economy. By the time the donor community, led by the World Bank, declared ‘zero tolerance’ on corruption in the early 1990s, structural adjustment programmes (SAPs) were already well underway throughout the continent. With hindsight, it is hardly surprising that new forms of corruption have come to the fore as older forms have receded, relatively speaking.
  

For twenty years, donor policies have unwittingly helped create new opportunities for official corruption. For example, many large World Bank loans are conditional on the privatisation of state owned utilities, a process widely perceived as open to large-scale corruption. Regulation of the privatised utilities – especially natural monopolies like power and domestic water supply – is also easily corrupted, and not just in SSA. Does corruption invalidate the gains of privatisation  in terms of improved management, greater service orientation, tax returns, and less political interference?

 Many reforms are underway that address corruption in government. Yet there is a strong feeling among worm’s-eye observers that anti-corruption policies and programmes in Africa are largely donor-driven and therefore lacking in local ‘ownership’ and substance. According to Transparency International’s current Global Corruption Report, in West Africa ‘critics perceive a wide gap between governments’ anti-corruption rhetoric and the impunity enjoyed by public officials.’ In Central Africa there is a lack of ‘genuine political will to combat corruption’ and anti-corruption legislation and policy are ‘in response to pressure from … the donor community.’ In East Africa, ‘government actions [to fight corruption] are just a veneer, intended to meet donor conditionalities in a region where most governments depend on foreign aid to support their budgets.’ Only in South Africa, which does not dependent very much on donor aid to pay for imports,  public investments and salaries, is the corruption discourse relatively home grown.
 

Box 1 summarises how East African leaders articulate the issue of corruption and aid. 

	Box 1: East African leaders on corruption and aid

	Presidents Benjamin Mkapa (Tanzania), Yoweri Museveni (Uganda) and Daniel arap Moi (Kenya until December 2002) have made contrasting statements on the relationship between corruption and aid. Mkapa reassures donors that aid is put to good use, Moi complained that donors are the main source of corruption, and Museveni has made frequent dismissive remarks about donors for raising the issue of corruption in his Movement (single [non] party) system. 

     President Mkapa, who has enjoyed strong donor confidence since he came to power in 1995, expresses the view that aid is put to good use. The strength of his own position in national politics depends to a certain extent on his ability to retain ‘donor confidence’ and keep the aid flowing. In 2002, Mr Mkapa vigorously defended the controversial US$40 million radar deal (see text) claiming that ‘no one has given me one iota of evidence about corruption and no one has shown me we are not getting value for money.’ The deal went ahead despite critical technical reports and opposition from the WB. 

      During the 1990s, President Moi had a fraught relationship with donors over the corruption issue, as well as over democratisation and human rights. Yet in spite of their reservations,  the major donors, particularly the WB, continued to support the Moi regime. Support from the International Monetary Fund was eventually suspended in late 2000 amid graft concerns. In February 2001, Reuters reported President Moi as saying: ‘The government has signed many documents with … donors only for the money to disappear without trace. Moi has often hit out at donors, accusing them of everything from neo-colonialism to attempting to destabilise his government.’ Despite the role of aid in underwriting the Moi regime, the NARC government that came to power in December 2002 has been concerned to woo donors with promises to deal forcefully with corruption. ‘We have to regularise our relations with the donors by putting in place the laws required for good governance,’ new Minister of Finance David Mwiraria told Reuters.  The corruption, stalled reforms, and odious debt  resulting from past aid seem to have been forgotten.

     Although Uganda is the most ‘aid dependent’ of the East African countries, President Museveni has been as dismissive of aid agency ‘interference’ as former President Moi. During the 2001annual consultations between Denmark and Uganda, Danish Ambassador Flemming Bjoerk Pederson expressed his country’s concern with Uganda’s involvement in the DRC and poor performance in fighting corruption.  He said that future Danish development aid would be contingent upon the Ugandan government addressing these issues. Museveni then publicly rebuked the Danish government: ‘a certain country called Denmark thinks that it can govern other countries like a colonial power.’ Museveni stated that Uganda could do without Danish assistance and that he did not need Denmark’s advice on Uganda’s foreign policy.  The ambassador is said to have apologised to Museveni over the affair. (See Appendix  for further description).

	Source:  Reuters 2000, 2002, Daily News August 31, 1998, Business Times 15 March 2002,  The Guardian, Dar es Salaam, January 4, 2003.



The conclusion I draw from the above is that aid dependency by no means connotes a weak bargaining relationship with donors, as nationalist observers often claim. Aid agencies want to lend and spend as much as recipients want to borrow and obtain grants. Aid dependency works both ways. I will return to the conditionality issue below. First, I present some worm’s-eye views of corruption in aid in East Africa.

Uganda. A Ugandan member of parliament and former senior civil servant told me recently that in his experience loan-funded aid projects breed corruption. According to the Public Accounts Committee report for 1997-98:
The project funds had been targets for embezzlement and the Committee came to the conclusion that the local culprits handling such projects are aided  or abetted by officials of foreign/international Governments/Institutions which fund such projects. Accounting officers must take keen interest in the running of projects.

The Ugandan government favours budget support over ‘stand-alone projects, that are characterised by high operational costs and misuse of funds.’
 Box 2 and Appendix 1 give some Ugandan examples of corruption in aid.

	Box 2: A Ugandan example of corruption in aid

	The Bujagali Dam is a 250 megawatt independent power project (IPP) located near Jinja, eight kms from the source of the Nile. To finance the dam, US power giant AES will borrow $225 million of the $500 million project costs from the IFC, the World Bank’s private lending arm, and $55 million from the African Development Bank. Critics questioned the size of the project (it would virtually double the country’s generating capacity), the proposed location  (a tourist attraction) and the social impact on the local population. Ugandan Members of Parliament questioned the price of electricity in the power purchase agreement. According to  a 1999 assessment by ESMAP, a joint UNDP/World Bank project, the power station would be of little benefit to Ugandans.  No more than 7 percent of Ugandans could afford unsubsidised electricity; the grid could not reach 75 percent of the population; the electricity board’s problem was  not lack of power but lack of distribution capacity. In April 1999 Ugandan energy minister Richard Kaijuka resigned after being accused of accepting bribes. According to one source: "Kaijuka had pushed for the signing of a power purchase agreement in which Uganda stood to lose huge sums of money to an independent power producer." The allegations were not investigated by the World Bank. Kaijuka was subsequently appointed alternate director to the board of the World Bank. Preliminary work on the dam was stopped in July 2002 due to renewed allegations of corruption. In January 2003, Kaijuka resigned from the Board of the World Bank, where he was Alternate Executive Director, over an alleged $10,000 bribe which he was paid in 1999 by Nor-Icil Ltd, the British subsidiary of Veidekke, the main contractor for the dam. There has been no proper public debate on the nation's energy needs, or an assessment of all available alternatives. There was no competitive tendering procedure for the dam. President Museveni supports the it and criticises its opponents. There has been government intimidation of those who speak out against the project in the dam region. At one point, a US government official  said that failure to approve the scheme would damage US-Ugandan relations. 



	Source: Business Day  April 7, 1999; The East African, May 24, 1999; September 6, 2002; December 16, 2002; Bayliss and Hall 2000; Development Today August 5, 2002.



The above example highlights a number of criticism routinely leveled against the WB. It is keen on big projects even when they are risky and unjustified.  Social and environmental concerns and public consultations are overridden by commercial considerations. The WB links lending to privatisation with the result that the companies buying into public corporations benefit from subsidised loans. More relevant for this paper, corrupt transactions between corporations and officials are studiously ignored by the WB, or, in the worst cases, involve WB officials. 


A report in African Affairs claims the WB ‘showed great reticence in publicly criticising  the illegal practices of Ugandan officials’ and ‘well-connected businessmen’ in the privatisation programme. The report states:

… for the multilaterals, progress in privatisation and other areas of structural adjustment took precedence over issues of transparency and corruption in public office. As long as the government implemented its … programme, these international organisations were unwilling to raise publicly issues of corruption and accountability.’ 

Kenya. Of the three East African countries, Kenya is the least aid dependent, and the most susceptible to political corruption. Yet as pointed out above, aid agencies supported Moi with large loans throughout most of the 1990s. The year after the multi-million dollar Goldenberg scandal, donors pledged $850 million in new grants and loans to the Kenyan government. Between 1992 and 1999, the World Bank lent Kenya $700 million for projects, in the full knowledge that they would be plundered. Former World Bank economist William Easterly recently asked why, when grand corruption was so rampant, the IFIs gave the Moi government no less than 21 structural adjustment loans over many years. He concluded that: ‘Rich countries failed to hold both their own aid agencies and international institutions  … accountable for results.’

	Box 3: A Kenyan example of corruption in aid

	The $115 million WB urban transportation project Kutip involved grand corruption. Recently, long-term WB employee Gautam Sengupta pleaded guilty to having ‘received $127,000 in kickbacks and had helped arrange a $50,000 bribe to the Kenyan government official who was overseeing Kutip’s implementation.’ Two other WB staff were sacked, and Swedish and US companies and businessmen were banned from conducting further business with the WB.. The East African identified a ‘multilateral syndicate of fraudsters targeting WB projects, … an “old boys” network that feeds from both ends, a key reason many believe [that] made Kenya’s much-hyped “dream team” fail to stem corruption in the civil service.’ ‘Several tenders have been apportioned irregularly under the nose of technocrats seconded from international organisations and whose salaries are paid by the World Bank.’


	Source: the East African, May 20 2002; January 27 2003; Cooksey (2003b)


For the moment, Kenya also offers the only example of a home-grown anti-corruption strategy in the region, following the ouster of President Moi in December 2002. Whether those in the NARC government who are wary of too hasty a reconciliation with aid donors will prevail over those who are urging a rapid return to ‘business as usual’ with the donors still remains to be seen.

Tanzania. Joseph Warioba, chairman of Tanzania’s 1996 Presidential Commission of Enquiry against Corruption, traces the source of corruption in aid to the aid agencies themselves. According to Warioba, ‘aid from bilateral donors and IFIs consists of very large amounts of money and the sum that disappears through corruption is also very large.’
 Warioba singles out aid for infrastructural projects and tied aid, giving the example of a road project funded by a bilateral donor in which the contractor had the support of the local development mission, despite its poor performance. The pervasiveness of aid means that any corruption related to implementing government policies involves aid money. Warioba relates examples of corruption in the privatisation process and in contracting a dubious foreign firm to collect debts from a defunct government bank. The debts collected were less than the fees received.

	Box 4: Tanzanian examples of corruption in aid

	During the government of  President Mwinyi (1985-95), around $200 million of commodity import support funds from IFIs and bilateral donors advanced to the private sector, parastatals and government were not paid back. Senior public figures were implicated in the ensuing scandal and the list of debtors under the CIS has never been made public or prosecuted, in spite of  donor pressure. Debt collection contracts to try and recover outstanding loans were also corrupted. This, together with a large shortfall in tax collection, led to a crisis in the aid relationship that lasted until President Mkapa came to power, promising anti-corruption policies. Subsequently,  economist Gerry Helleiner  was recruited by donors to investigate the deterioration in relations between government and donor agencies. His report paved the way for enhancing local ‘ownership’ of development policy, replacing aid conditionalities with commonly agreed programmes, and for improving the involvement of non-government organisations in public policy. The economist, in a follow-up report some years later, reported substantial success in a number of areas, though a proposal to increase independent monitoring, evaluation and impact assessment of government projects was not enacted.  Helleiner went out of his way to condemn Transparency International’s Corruption Perception Index of 1998, that gave Tanzania an extremely poor rating. This index would undermine the efforts of those in Tanzania who were seriously attempting to fight official corruption, he argued.  His view corresponded to that of the government. The 2002 index, which suggests an improved performance, has been cited by the government as proof that anti-corruption efforts are bearing fruit. 

     The Warioba Report (1996) identified a number of cases of corruption in the use of aid money, in particular corrupt contracting for roads projects that resulted in work not completed (or even started), and other irregularities. A former Minister was eventually prosecuted, and the case is still in court, presumed dead. Many cases have not been brought to court because the evidence against the suspects is deemed by the Director of Public Prosecutions to be inadequate, which it often is. Corruption cases are inherently difficult to make stick, even without a corrupt and compliant judiciary.

     In 1997-98, the Resident Representative of the World Health Organisation in Tanzania blew the whistle on the suspected misuse of multi-million dollar grants to the Ministry of Health. The MOH complained to the WHO Regional Office in Brazzaville, and the Res. Rep. eventually had his contract terminated, without being asked for his side of the story.

     In 1996, it was claimed in a newspaper article that donor money had been misused by the National Electoral Commission, including the procurement of ink for the 1995 presidential elections. On behalf of the donors involved, the Danish ambassador denied the story, pointing to a Coopers and Lybrand audit showing that the money had been well spent. In 2001, another article gave figures demonstrating that the ink for the 1995 elections cost $1.3 million more than it should have done. This time, the Deputy Chairman of the NEC wrote a rejoinder, denying corruption and proposing alternative figures. There was no response to the accusations of theft from any of the donors involved. The case was taken to the Prevention of Corruption Bureau, who uncovered further evidence. The case was never brought to court.

     In 2000,  Swedish aid agency SIDA commissioned an independent evaluation of its country strategy.  A major programme involved support for  the publication, printing and distribution of textbooks for primary schools. The draft report cited numerous research and consultancy reports, and anecdotal evidence,  demonstrating that  the availability of textbooks in primary schools was much less than it should have been after a decade of support, and much less that the Ministry of Education claimed. Both the Ministry and the donor denied the accuracy of these reports, and the offending sections were finally removed from the published version of the report. The FY2000 report of the Controller and Auditor General recorded that over half a million US$s from the book project had been ‘diverted and used to meet other ineligible expenses’ in 1998/99 and had still not been repaid.
     Dar es Salaam based  businessmen, Franco Tramontano is wanted for questioning in Belgium in connection with the disappearance of a large amount of donor money intended for Tanzania. For three years, the Belgian ambassador tried and failed to get him extradited by the Tanzanian government. Tramontano, who runs a private television station, is regularly seen mixing with senior members of the political élite. 
     For many years,  Ireland has been funding an  integrated development programme in a number of rural districts.  For some time, rumours about corruption in the use of the aid have been circulating. In 2001, the Guardian newspaper reported massive swindling in the programme in Kilosa. In the repair and maintenance of vehicles overpricing occurred 72% of the time; only about one third of all labour charges involved no cheating; and, a water pump project which should have cost Tsh 7 million ended up costing Tsh 25 million.In 2001, disbursements were suspended  after the  Irish ministry of foreign affairs uncovered ‘significant embezzlement’ among district officials, some of whom were suspended.  The chief technical advisor was asked to resign, implying his involvement in the scam, which became public just as a fourfold expansion  in the Irish aid budget was being discussed. A junior minister maintained that the country’s aid ‘went to the poorest of the poor.’ 

     In 2000, the Operations and Evaluation Department (OED) of the WB initiated a multi-country study of how corruption is addressed in World Bank projects. Tanzania was identified as  a case study country and a competent consultant identified. The consultant’s data collection work was undermined by lack of cooperation from the Bank’s country director, who had strategically avoided mainstreaming corruption in favour of getting the Tanzanian government’s reform programme and donor confidence back on track after the 1994 crisis (see above). Although the consultant’s report was fairly balanced, it did raise some critical issues concerning the Bank’s approach to corruption in its own projects and in general. Drafted in November 2001, the report has not been published to date.

	Source: Cooksey (various references)



My experience of investigating corruption in aid suggests that there will have to be a change in the mindsets of both donors and recipients if the corrupt use of aid is to become the object of serious public scrutiny rather than blanket denial from both sides.

Corrupt project practices: some Tanzanian examples

To complement the above discussion, this section summarises some of the incentives to corruption in project aid in Tanzania. Project aid has been shown to have numerous latent dysfunctions, including corruption. At local government level, Fjeldstad and Semboja found that aid projects undermine political accountability, encouraging administrators to free ride on donor service provision.
 Being answerable to donors rather than citizens, they resort to harsh or violent means to raise revenues, including corruption. Aid however encourages accountability to the donor, perhaps at the expense of accountability to business.


Aid projects distort salary structures and create unhealthy competition for the various benefits that aid delivers. The existence of legal side payments severely distorts incentives and results in a vast over-supply of meetings, trips, training and other non-productive activities. Allowances pervade the system. In extreme cases, despite receiving salaries, employees may refuse to work in the absence of allowances.

Although the WB audits its projects, many are not convinced that this helps prevent fraud and corruption. They are only financial audits and do not look at management issues and prices paid. One WB staff questioned the quality of the audits, which tend to be carried out by local firms with ‘low capacity.’
 More important, audits take place at ministerial level, ignoring what happens once money is transferred to lower levels. This affects many projects in which implementation occurs in health facilities and schools, district councils and regional authorities. 

In a casual survey of well-informed respondents, I recorded some local views on aid effectiveness. Donors were seen as ill informed, as ‘colluding’ with the executive branch of government, as being ineffective, and as being motivated by self-interest. Donors had their ‘own agenda,’ ‘encouraged their own business interests,’ and were ‘spiritually and emotionally detached.’ In short, aid was seen to be part of the corruption problem rather than its solution. Box 5 gives some more critical comments.

	Box 5: Some comments on corruption and donor aid to Tanzania

	· ‘They should pack up and leave; they are as guilty as the government in all of this’
· ‘You pay government to approve your loans by giving them lots of  fluff. Tanzanians are good beggars. Some just say, let’s take whatever they give and then misuse it. Everyone knows nothing will be achieved by the project.’

· ‘Aid would not be necessary if the country were serious about private sector investment. However the government is afraid of this kind of accountability and it is easier to manipulate donors. Tanzania is an aid junkie. If you remove the drugs there will be spasms and they will die a sudden death. The solution is to wean them off of it slowly’.

· ‘Projects always have high projected returns, but the reality is they don’t work. In other cases projects are considered “experimental” or “learning experiences.” All this happens at the expense of the people.’



	Source: Cooksey, unpublished survey results


However, interviewees take the Bank’s public silence, as well as some over-optimistic statements on the government’s track record to date,
 to reflect a lack of commitment to eradicate corruption. Given the Bank’s immense power in Tanzania, it was explicitly mentioned how this undermines the efforts of institutions fighting corruption directly, such as the Prevention of Corruption Bureau. The PCB would welcome more public statements by the Bank. Other interviewees saw the relationship between the WB and the Government as being too ‘cozy.’

Corruption and conditionality

The formal bird’s-eye view is that donors will only deal with countries that are committed to ‘fighting’ corruption. Are aid-dependent African governments constrained by the risk of invoking conditionalities, including the reduction of aid, if they fail to control corruption? Only in very extreme circumstances. Above I presented examples from Kenya and Tanzania. The general rule is that donors are under pressure to move money and protect (and if possible increase) their budgets, even if it means turning a blind eye to corruption and systematic failure to meet other formal aid conditions. The bigger the aid programme, the more likely the denial of corruption.

Consequently, donors tend to keep corruption conditionalities at a general level, rather than tying aid to actual impact.
 The kind of indicators preferred concern inputs and processes rather than outputs and impact, for example, anti-corruption laws passed, corruption reports published, strategies in place, budgets funded and staff recruited, rather than the number of corrupt officials prosecuted or corruptly acquired assets returned to the state. If conditionalities were tagged to impact, there would be a risk of governments failing to meet them, forcing donors to invoke penalties, or explain why they do not do so. If good performance rather than declarations of intent triggered aid, the same problem would arise. Thus, conditionalities are almost always ‘ex ante’ rather than ‘ex  post.’ For the IFIs, conditions concerning local commitment to anti-corruption are purely formal. Much of the real anti-corruption action is informal.

As they move away from projects towards poverty oriented budget support, donors are more than ever concerned that aid funds are seen to be properly used. Big bilateral donors like the UK’s Department for International Development (DfID) profess to aid only those countries that are serious about fighting corruption. In 2001, British Overseas Development Secretary Clare Short crossed swords with the Tanzanian government over the purchase of a $40 million radar from British Aerospace, just after Tanzania obtained pledges of US$3 billion in debt relief. Reports suggested the radar was overpriced and inappropriate for Tanzanian needs.
 British budget support was temporarily halted. But Prime Minister Tony Blair supported the deal and eventually budget support was restored. Ms Short mended her bridges with President Mkapa, and Britain subsequently increased its aid commitments to Tanzania by 50%.
 Conclusion: aid agencies tolerate, and in some cases help underwrite, acts of grand corruption.
 

There is no point in making strict distinctions between government-private sector corruption and corruption involving aid. In SSA, most big projects involving the private sector are aid-funded. Donors have been influential in all areas of policy and infrastructural development, whatever the private sector role  Box 6 gives an example of how a public-private deal in an aid dependent country implicates donor aid.

	Box 6: Independent Power Tanzania Ltd: Public-Private Partnership at its worst

	IPTL is a private power project  funded by Malaysian investors. The deal to supply 100 megawatts of power using diesel generators was hotly contested by donors and consultants on the grounds of cost, the choice of technology, and the projected demand for power. After local and international legal wrangling the project was finally commissioned on January 15, 2002. During its first year of operation, IPTL has cost $40 million in capacity payments alone, and has functioned at less than 10% capacity. There has been a public outcry and hot parliamentary debates over IPTL, with evidence of  corrupt payments to government officials. The Tanzanian Attorney General Andrew Chenge has taken Nation Media Group to court  for libel over an article published in the East African which he says depicts him as corrupt and incompetent. The Finnish contractor Wärtsilä is implicated in colluding with the Malaysian investor to inflate the price of the power generators by US$10 million. Wärtsilä currently operate the IPTL plant on a management contract.

     Scandinavian donors and the WB are heavily involved in the power sector and in the past have been guilty of over-concentrating  their aid on power generation capacity expansion and technical assistance (heavily influenced by industrial lobbies) at the expense of  management and financial issues of power supply and distribution.  The power corporation Tanesco is now under private management, and power prices have increased and services deteriorated. IPTL adds to Tanesco’s financial worries. The nearly US$3 million monthly ‘capacity’ payments to IPTL have been shared between Tanesco and the Treasury, which pays a power subsidy to IPTL through the ministry of Energy and Minerals. Bilateral donors are underwriting a significant part of these subsidies through the general budget support facility in which they are putting over US$70 million this year. They are worried that their aid is helping to finance IPTL rather than poverty reduction. The Finnish Ambassador to Tanzania says that the contract should be terminated if corruption charges are upheld in court. Otherwise,  donors have been involved in behind the scenes efforts to try to resolve the issue.  At stake is the credibility of the Mkapa regime’s anti-corruption  policy. Although the donors have expressed their opposition to the project over the years, they are currently avoiding the IPTL issue publicly, so as not to further rock the post-HIPC honeymoon. For donors, for the moment, Tanzania is still considered something of a star performer.
 The Finnish NGO Finnwatch  has raised the Wärtsilä issue in the Finnish press, but the company has dismissed the accusations as frivolous. Finland is considered one of the cleanest countries in the world. The possible involvement of one of  Finland’s flagship companies in private-to-private corruption affecting Tanzania is challenging for the Finnish public.  IPTL is potentially ten times as costly as the radar deal (see text), but has not received one tenth of the international press coverage.



	Source: Cooksey 2002a, 2003d 

Note: Finnwatch phone +358 (0)9 877 50121, e-mail: eeva.simola@finnwatch.org


Corruption in aid agencies

I hope the above serves to concretise the issue of how aid agencies may be involved or implicated in corruption among recipient governments. This section considers internal corruption and recent attempts to deal with it on the donor side.

The aid agencies are not all the same in their propensity to facilitate corruption. Some harbour systemic rather than individual cases of internal corruption.
 Others are relatively clean but, to varying degrees, allow their aid to be misused by recipients. In the most serious cases, aid officials collude with recipients in deals varying from petty to grand corruption. Figure 1 summarises aid-corruption linkages in very general terms.

The WB addresses corruption by trying to  prevent fraud and corruption in its projects, helping countries that request assistance to fight corruption, mainstreaming a concern for corruption in the WB’s work, and lending active support to international efforts to address corruption. The WB has set up a corruption hotline, has struck companies off its roster of consultants and contractors, and has dismissed and suspended staff involved in corrupt practices. All the other major agencies claim to have adopted more stringent internal controls as a result of the anti-corruption revolution. Much of this is window-dressing: it would be interesting to compare the results between agencies in terms of numbers of cases of corruption reported, investigated, prosecuted, and punished.

Figure 1: Aid agencies’ and recipients vulnerability to corruption

	Agency type
	Vulnerable to internal corruption
	Aid encourages corruption among recipients?
	Comments, examples       

	Lenders*
	High, variable
	Systematic
	Sector projects highly vulnerable to abuse.

	UN system**
	High, variable 
	High
	Major internal accountability problems.

	Bilateral donors***
	Low, with exceptions. Very variable over time and place
	High
	Trend to budget support increases incentives for corruption.

	European Union****
	High, systemic
	High
	Politicised bureaucracy. Stabex funds highly fungible.

	Source
	Cooksey (1999d)


*World Bank (WB), International Monetary Fund (IMF), International Fund for Agricultural Development (IFAD), regional development banks, and others. 

**United Nations Development Programme and specialist agencies, including humanitarian, development, and food aid. ***Especially Scandinavian countries, western Europe, Japan, north America. ****Includes humanitarian, development, food aid, and lending facilities.
Box 7 summarises some of the developments in WB efforts to reduce internal corruption.  

	Box 7: IBRD’s-eye view of internal corruption

	While the WB has made commendable moves against internal corruption, doubts remain on their depth and sustainability. For example, in the late 1990s evidence of corruption emerged in a number of trust funds that the WB manages on behalf of bilateral donors, leading to the sacking of six WB officials. Because of WB stalling, it took sustained efforts to obtain information by the agencies involved, particularly SIDA. Irregularities led to the repayment by the WB of  part of the funds. Companies were banned for paying bribes to obtain contracts through the funds. Nevertheless, the person in charge of the funds, who does not enjoy donor confidence, is still exercising his functions. The Japanese funded Policy and Human Resources Development Fund was the subject of a conspiracy by US businessman David Pearson and an unnamed WB official to steal over USD half a million. Pearson plea-bargained by spilling the beans on his accomplice, who awarded a consultancy contract to Pearson’s briefcase company Management Information System (MIS) of Maryland.  Neither Pearson nor MIS  have been put on the WB’s debarment list, and the Bank made a ‘confidential settlement’ with Pearson after civil litigation. 

     To be effective, the anti-internal corruption efforts of the bank have to be transparent, applied fairly, and fry the big fish along with the small ones. A review of WB debarments shows that only relatively small companies have been permanently written off the Bank’s sub-contractors/procurement roster. Of the 78 companies banned, two-thirds were from the UK, the USA and Sweden (see Table 1). Why 45% should be from the UK alone is not particularly clear. Crucially,  it is well know that the biggest bribes to obtain projects are paid by the major corporations in the US, European Union and (increasingly) Asia (see other boxes for examples).  When the WB starts to black list the big power and engineering companies, that will be news…

    Another example: I recently sent the following information to the WB corruption hotline (Tel. +1-202-458-8915 / Fax. +1-202-522-7140) in the Department of Institutional Integrity. 

Dr Yitzhak Kamhi 

Dr Yitzhak Kamhi is a senior transportation specialist in the World Bank. He has been supervising the second Integrated Roads Project  in Tanzania since 1994. He also supervises road projects in Uganda through the Road Agency Formation Unit (RAFU). While employed by the WB, Dr Kamhi was also Senior Vice President (Overseas Operation) of TAHAL Consulting Engineers Ltd, an Israeli company. TAHAL tendered for and obtained road works contracts in Uganda. Dr Kamhi’s conflicts of interest were revealed and he was forced to drop the TAHAL connection, but was not disciplined by the WB. Dr Kamhi also promotes the intereests of  Phoenix Engineering and Research Limited, a company run by his brother with addresses in Switzerland,  the USA and UK. Phoenix has tendered successfully for road contracts in Uganda and Tanzania.  

I added a comment from one informant: ‘I met Yitzhak during the formation of the Roads Agency.  … [censored] … .  I have heard since that he has been using his position in the World Bank to influence consultancy contracts so that they go in the direction of his friends (or it might even be his own firm).  It was hearsay, but from a source I would respect.’ (Emphasis added). At the time of writing I am waiting to hear what the WB comes up with.
 

	Source: Development Today, Vol XII – No 21-22, December 2002


Although the WB’s efforts to confront internal corruption leave a lot to be desired, it is only fair to say that the WB is at least making an effort to clean up its act. Some of the bilateral donors have also taken some steps towards improving internal

scrutiny,
 but there is little evidence that the other main agencies - in particular the UN system, the EU and the regional development banks – have gone beyond the stage of declaring good intentions. Aid agencies internal integrity systems should be the subject of regular external reviews, as numerous activist organisations have been demanding.
  


Table 1 gives a breakdown of the country origins of companies permanently debarred by the WB for procurement irregularities. I will allow the reader to interpret the findings.
Table 1: Companies debarred by the World Bank from March 16, 

                       1999 to December 19, 2002

	Country where registered
	               No. (Percent)

	United Kingdom
	 35   (45)

	United States
	 10   (13) 

	Sweden
	                      8   (12)  

	Nigeria
	  6     (8)

	Japan
	  4     (5)

	Other countries
	15   (19)

	Total
	                78 (100)


Source: Condensed from World Bank data base.
Note: 2 companies each: Canada, Greece, India, Paraguay, United Arab Emirates.

One company each: Ireland, Netherlands, Uzbekistan, Virgin Islands, Singapore.
Access to aid information

Information is power, and aid is a notably secretive business. According to Christian Aid:

The IFIs have promoted participation in national decision-making, yet their own 

workings remain largely hidden.

Christian Aid and others have pointed out the defects in the IFI’s integrity systems. The President of the World Bank is always an American, the President of the IMF always a European. By virtue of their voting rights, OECD countries have the major say in decision-making at the expense of the majority of poor country members. Major decisions in either institution can be vetoed by the US, since such decisions require an 85% majority and the US has 16% of the voting rights. And so on.

Despite attempts to improve the World Bank’s disclosure policy,  TI reports that ‘much information remains shrouded in secrecy, particularly concerning the bank’s plans for future projects and programmes. … attempts to gain access to information … were consistently met with refusals and red tape.’ According to the Bank Information Centre, the World Bank’s 2001 policy on disclosure ‘represents an unwillingness … to transform its rhetoric on “inclusive decision-making” into concrete policy commitments.’ 

Moreover,  ‘Ranged against the civil society campaign were some of the world’s more corrupt and repressive governments, which were unimpressed by claims that they had … to be accountable for projects involving World Bank or other funding.’  Finally, there was ‘resistance from a number of large developing-world democracies
 [who] argued that releasing sensitive information during loan negotiations could frighten markets and drive away private creditors.’ Finally, ‘The events of September 11th [2001] further strengthened the willingness and ability of governments to counter demands for transparency.’
 

Corruption and aid effectiveness

If aid worked tolerably well, one might be prepared to accept a certain amount of corruption and related ‘leakages’. However, aid has generally failed to achieve its stated objectives, and corruption is one possible explanation why. As I have argued above, official corruption is the rule in recipient countries, and is common in some of the aid agencies too. I have argued that aid encourages corruption, and is a major source of waste and administrative inefficiency.
 Ateba argues that failure to take into account corruption and weak institutions can explain much of the WB’s poor project performance in Africa.
 Knack argues that high aid levels serve to erode the quality of governance: 

Aid dependence can potentially undermine institutional quality, by weakening accountability, encouraging rent seeking and corruption, fomenting conflict over control of aid funds, siphoning off scarce talent from the bureaucracy, and alleviating pressure to reform inefficient policies and institutions.
 

Cross-country research tends to conclude that the aggregate impact of aid in terms of promoting economic growth and poverty reduction is negligible. A recent Ugandan study attempts to disaggregate the impact of different types of aid. Technical assistance and programme aid appear to increase public investment and government consumption, while projects and food aid have the oppose effects.
  

In February 2003, British development secretary Clare Short:

‘criticised the failure of billions of dollars of development assistance to alleviate poverty in Tanzania. [She] criticised the money she believed had been wasted through the European Union’s aid budget in recent years, complaining that huge sums had been lost to corruption.’
 

Tanzanian Minister of Finance Basil Mramba said:

‘Ive seen a lot of aid money. But I’ve not seen development with that aid. In the past five years, I’ve seen investment in Tanzania. And now I see change. Aid has not got us anywhere; aid should never be more than the icing on the cake.

If the above is true, proposing to increase development aid  (not humanitarian relief, peace-keeping, or food aid) in order to increase the positive outcomes for poor people in poor countries would be illogical. How, then, do Ms Short’s and Mr Mramba’s points relate to British minister of finance Gordon Brown’s plan for a new US$50 billion per annum Marshal Plan to help achieve UN Millennium poverty reduction goals by the year 2015? ‘Medicine failed: increase the dose!’ seems to be the logic here. The extra money is for tackling the AIDs pandemic, supporting primary school education and other approved government infrastructure projects.
 What evidence is there that aid to these sectors can improve on a very poor track record to date? Whatever happened to economic growth as an objective?  It is not, I believe, the rich countries’ ability to increase the supply of aid that will make a significant difference to poverty and growth, but the ability of the currently aid dependent countries of the world, especially in SSA, to make optimal use of all resources, including aid.

A recent article on aid effectiveness in the Economist states: ‘According to the [World] Bank’s own calculations, there are 28 countries that are home to 500m people, mostly in sub-saharan Africa, where aid is unlikely to work.’
 But in almost the same breath we are informed that: ‘a 50% increase in aid flows to Africa would double poverty reduction to 22% - so long as it was coupled with efficient reallocation of aid towards poor countries with good policies.’
 ‘Good’ policies are, of course, neo-liberal, pro-globalisation and privatisation...  

In the post-HIPC world, PRSPs have opened up opportunities for both the IFIs to roll out major lending programmes in Africa, and the projects get bigger and bigger. It is frightening to observe the burgeoning loan portfolios of the World Bank, regional development banks, the European Union and other agencies. Although they are not prepared to say so openly, the majority of IFI economists believe that corruption control is much less important than achieving market-oriented economic reforms. In this they may well be right. The problem is separating the elements of  genuine pro-market support that aid provides from the perverse incentive structure that aid dependency creates at the same time.  Everything argues for less ‘aid’ and more private investment. 

Corruption and ‘real politics’

The transition from one party dictatorships to competitive politics throughout Africa has undermined security of tenure for incumbent regimes, making elections more costly and outcomes less predictable. The scale of politically motivated corruption has consequently escalated.
 In Kenya, for example, former President Daniel arap Moi funded the 1992 elections with monies misappropriated through various mechanisms, leading to a huge public debt and a jump in inflation. With the election of the National Rainbow Coalition in December 2002, some Asian businessmen who had previously been enjoying tax exemptions suddenly became conscientious tax payers. 


Throughout the continent, the democratic transition has had huge consequences for political élites struggling to retain public support in the face of mediocre economic performance and mass poverty. The fragile polities bequeathed to Africa at independence only forty years ago quickly became one party states in the interest of nation-building. But few national leaders managed to forge inclusive coalitions transcending historical inequalities of race, ethnicity, culture, religion and unequal economic development. While colonialism did not always create these inequalities, it generally made them worse, often intentionally.  


A charitable interpretation of political corruption would be that, without it, African political systems would be more likely to fall apart than they are already. It might also be the case that political corruption is the only way that a genuine ruling class can emerge within the parameters of a market economy. Chabal and Daloz advance the theory that political disorder is put to creative use by African rulers.
  They also argue that the misuse of foreign aid in the pursuit of political objectives is one of the major features of  ‘aid dependency’, a thesis not likely to meet with much approval in donor circles.
  


Aid agencies cannot, of course, confront political corruption directly. The anti-corruption projects and programmes they finance throughout SSA are essentially technical in nature, concerned with state institutional capacity building, improving transparency and accountability in central and local government, and strengthening the public watchdog role of NGOs and the media. Yet taking an a-political approach to corruption misses the main point. It is not simple avarice that explains the corruption of African leadership, though there is no shortage of that particular deadly sin. Over and above the Mercedes Benzes and sumptuous mansions in the suburbs, politicians use graft to build and sustain political support. This is the real world of  cronyism and patronage.


Donors advocate greater transparency and accountability among recipients than they generally practice themselves. Though ‘zero tolerance’ for corruption is supposed to mean that aid flows increasingly away from corrupt states and towards clean ones, the reverse has generally been the case. In general, donors tolerate even the most extreme examples of corruption in order not to undermine their spending imperatives. It is more important to spend money than to spend it wisely. Though a few bilateral donors are becoming more self-critical, in general, evidence of corruption in projects is ignored or denied, for fear of repercussions back home. From a worm’s-eye view, the argument for greater aid commitments put forward by the global pro-aid lobby is simply bizarre, given the abundant evidence of the misuse of current aid transfers. 

Conclusions and recommendations

I have not been concerned so much with donor anti-corruption initiatives as with the bigger picture of how aid further corrupts governments that are already vulnerable to corruption and allows leaders to pursue unofficial political agendas. In practice, aid agencies constantly undermine the anti-corruption principles and policies that they espouse.  

In matters of corruption, aid has had a much better press than it deserves. A worm’s-eye view of aid effectiveness reveals disturbing facts. Some aid agencies harbour systematic corruption that is rarely talked about. The United Nations agencies, African Development Bank and European Union are not known for the transparency of their operations. Aid has generally failed to stimulate economic growth or poverty reduction. It discourages local tax collection. Huge new loans from the World Bank, the African Development Bank, the International Fund for Agricultural Development, and other agencies for all kinds of sectoral projects encourage systematic corruption and create new (post-HIPC) debt. They empower bureaucrats and politicians, not citizens and business. Loan based projects, essentially sweetheart deals between agency staff and local officials, have proved impervious to civil society attempts to increase transparency in their negotiation and implementation.
 

Is there any light at the end of the tunnel? Not if it’s business as usual, or (heaven forbid) more development aid as a solution to Africa’s problems!
 What positive trends are there? Throughout SSA, competitive politics have raised public expectations that something can be done to reduce official corruption.
 NGOs/CBOs/ FBOs are busy raising public awareness on corruption issues and challenging governments to reform. African chapters of Transparency International are campaigning for the return of monies held in foreign banks by Africa’s ousted tyrants. The media make public skulduggery more visible, though accountability is still lacking. 

It is also good news that most African countries have dismantled the control structures that bred corruption and inefficiency in pre-liberalisation days. If the former aparatchiks can eventually transform into real capitalists (initially, and inevitably, through political corruption and cronyism!)
  then there might be some limited hope of some African economies eventually ‘taking off.’ Useful roles for aid? Build and maintain roads and other basic infrastructure, protect local currencies against inflation and external shocks, offer policy advice. Ringfence the whole against political manipulation (this is optional). But no more voluntaristic piecemeal social engineering, including good governance and anti-corruption. 

On March 21, 2003, the WB and Transparency International held a workshop in Washington to review progress made in their anti-corruption efforts to date. Discussions centred around the difficulties the WB encounters in addressing political corruption and the role of the private sector. The representative from TI-Kenya ‘expressed concern that some members of the new [NARC] coalition do not consider the Bank a credible partner in fostering governance reforms.’
 A few more ‘locally owned’ policies that start from this principle would begin the process of knocking down the pedestal on which the aid industry has placed itself, lord of all it surveys, while the worm gazes up in puzzled wonderment at what it sees. 

The WB is asking whether it should start ‘mainstreaming’ the ‘P’ word, (politics), just as it agonised over admitting the ‘C’ word (corruption) into its lexicon and routine functioning. If it does take the plunge, it will mean changing its constitution, which explicitly debars it from involvement in political issues within  borrowing countries.
 Political scientists should watch out for new job opportunities as the WB begins the ‘analytical work’ and internal institutional development that would result from ‘mainstreaming’ political corruption.

There are signs, for example from Norway and the Netherlands, that some agencies are starting to undertake a serious review of the points I have raised in this paper. But ultimately, as William Easterley points out, it is democratic processes and public lobbies that influence the way the IFIs and the other aid agencies work, not internal reviews. We get the donor aid we deserve.

The conservative Danish government is hostile to the view of aid as an unqualified public good, and has reduced the Danish aid budget accordingly, albeit not by much and from a very high proportions of GDP. Many progressive thinkers and organisations reject my line of analysis on the grounds that it equates with conservative, even Republican, views on the subject. Fair enough. I would be more than happy to extend the dialogue on the real corruption in aid issues with disinterested parties who see things differently, but arguing from empirics, please, not sentiment or ideology.
 

There is a risk that public disillusionment might set in in the major donor countries as a result of exposure to the downside of aid. Well, taxpayers have a right to know how much their taxes contribute to third world development and how much to corruption and dependency. DfID, for example, cannot have it both ways. Her Majesty’s government can provide poor countries with aid because it calculates that it can still achieve certain poverty alleviation objectives in spite of systematic corruption. But demanding commitments to anti-corruption policies as guarantees is unrealistic, and encourages opportunism and hypocrisy. If an agency has strong reservations over the extent and consequences of corruption in countries like Uganda and Tanzania, why launch a big expansion of budget support, if not for reasons of vainglory and empire building?
 HIPC monitoring systems are in place to see that budget support is put to good use. Good. But then we must broaden the discussion to ask, for example, how revenue collection performance is influenced by the ‘reality of aid.’ 

The European Union is a byzantine politicised bureaucracy that seems largely impervious to democratic controls. Clare Short complains of massive corruption. Stop contributing to the EU aid budget then. The UN agencies are protected by rules of global diplomacy from too many prying eyes among their funding governments. If they practiced even the limited self-policing that the WB does, it would be a sea-change in behaviour. None of the smaller lending institutions have much to show for their declarations of ‘zero tolerance’.  

TI Chapters and other anti-corruption NGOs in aid dependent countries need to work more on the corruption in aid issues raised in this paper. This is very challenging. I can tell you from personal experience that you do not make many friends from investigating cases of corruption in aid, though it might be a good way of making the shortlist for TI’s annual Integrity Awards. Civil society has an uphill task ahead of it if it really wants to make breakthroughs on these issues.
 TI-Kenya are ahead of the field in understanding the basic issues. The new Kenyan government needs to resist the enticing temptations of donor dependence that are on offer and concentrate on getting the real economy working again, with aid as ‘the icing on the cake’ as Minister Mramba put it. If not business as usual, then what role for aid? TI-Kenya have the ball at its feet.  

It is now widely agreed that policies must be home grown if they are to stand any chance of being implemented. Policies designed to please donors in aid dependent countries will not work. Led by the Presidents of South Africa and Nigeria, the New Partnership for African Development initiative proposes a framework for African countries to peer review each other on governance issues. But most of the NEPAD finance will come from the usual donor sources. SSA needs more investment, not more ‘development’ aid. Current forecasts are very gloomy concerning the likelihood of sustained private investment, economic growth and poverty reduction in SSA.

Prognosis 

Many observers consider the African strain of corruption to be the most virulent. Whereas official graft in (say) China or Vietnam may reduce investment and growth by a point or two, in Sub-Saharan Africa (SSA) it upsets the entire development applecart, or so the argument goes. In Asia and Africa, the President’s son gets the road contract. In Asia, the road gets built, in Africa it doesn’t.

Is this a fair assessment or is it - as many African leaders and intellectuals maintain - a distorted view based on biased, western perceptions? Is it reasonable to point the finger at venal Africans when the biggest bribe payers are multinational corporations peddling power stations and presidential jets?  A neutral observer might readily admit that in a post-Enron world the developed countries – the main source of aid, investment, and bribes – have little claim on the moral high ground when it comes to political and corporate governance.  

But for better or for worse, the aid agencies, the World Bank in particular, have played a major role in defining the terms and the content of the corruption debate in Africa. They have tilted this debate to serve their own interests, air brushing themselves out of the corruption picture, and proposing technical solutions to political problems. Aid contains serious moral hazards, and provides perverse incentives to its recipients. Clearly the ‘who guards the guardians?’ question underlies the failure of donor-driven anti-corruption initiatives in SSA. Is it realistic to expect corrupt governments in weak states to open themselves up to the discipline of transparency and accountability that would probably blast them apart?  If self-administered anti-corruption medicine is unlikely to cure the disease, then what is?

If my analysis is correct, then the development partnership of the aid discourse is actually a virtual conspiracy to hoodwink the global public into believing that aid is vitally important for development. Were development budgets to expand significantly, countries that are already receiving more aid than they can effectively manage would be under even more pressure to find quick disbursement mechanisms, with few questions asked. In this respect, the rapid recent growth in the size and number of World Bank projects is likely to create major moral hazards.
 

The WB and other lending agencies are not about to become more transparent in their operations. Improving internal controls is unlikely to go beyond the cosmetic level. The only type of accountability that will make any difference is that emanating from the larger international political process. But beware: ‘self reliance’ rhetoric apart, the aid dependent countries of Africa are not exactly struggling to throw off the shackles of the IFIs. Aid dependence is based on willing buyer, willing seller principles. As long as international pro-aid lobbies remain influential, developed countries will be judged on their level of ‘generosity’ in aid transfers. The development needs of the poor are taken to be infinite, so more aid is always justified. The idea that too much aid is as harmful as not enough simply cannot be incorporated into the ‘bird’s-eye’ dominant discourse. 
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	Appendix 1: Aid and Corruption in Uganda

	Throughout the nineteen-nineties, Uganda was a star performer in policy reform and poverty reduction, 

and consequently benefited from large commitments of multilateral and bilateral aid. In recent years, 

there has been growing evidence of strain in the relatively harmonious relations between the Ugandan government and donors. The main issues of contention have been the growing military budget, poor tax collection performance, lack of democratic transparency and accountability, and political corruption. 

The military budget is said to be $122, but it may be considerably more. ‘Non-essential’ expenditures 

were slashed by over a quarter to free up more money to pursue the 17 year old civil war in Northern Uganda with the Lord’s Resistance Army and the continued presence of the Uganda People’s Defence Force in the Democratic Republic of Congo. Uganda’s presence in DRC is ostensibly for national self-protection, more plausibly in order  to farm out control of  the trade in natural resources, including the valuable coltan, to military  cronies and potential rivals. Military procurement has suffered from 

instances of grand corruption, including cases involving the President’s brother Salim Saleh. Museveni 

has made no secret of his own joint ventures with a local Asian businessman, Sudhir Ruparelia.

     The Uganda Revenue Authority has been the object of a Commission of Enquiry into corruption, the results of which are yet to be published. The report is said to document the activities of ‘Team Five’ that represents State House interests in the URA. There are question marks over the Reformed Central 

Tender Board - whose expatriate head left the country suddenly in unexplained circumstances - and the feasibility of the assets verification exercise for leaders upon which the Inspector General of 

Government is currently (2003) embarking. (At least 16,000 forms have to be verified, including the 

assets of ‘leaders’ at the lowest levels of government). There is a growing perception among donors that GoU is not really committed to anti-corruption policies or greater political pluralism. 

     Not all the blame should be heaped on the Ugandan side. There is evidence that too much aid reduces rather than enhances local commitment to reform. Aid cannot buy reforms, and beyond a certain level, more aid becomes counterproductive, including the growing risk of corruption. 

     Donor involvement in anti-corruption and other governance initiatives reflects their concern with achieving wider policy objectives - poverty reduction, effective planning and budgeting, investment and economic growth - as well as assuring value for their taxpayers´ money. The move away from projects to programme support increases the risk of the misuse of donor funds. The apparent absence of political will raises fundamental questions concerning the long-term justification for a large aid programme. Continued heavy military expenditure in a context of increasing aid dependency raises the question of the diversion of government resources from development to destructive purposes. The poor performance of the URA raises a similar question: does massive financial aid serve as a disincentive to tax collection? Does it facilitate the corrupt funding of the political process by private sector actors? Finally, does aid itself serve as an incentive to corruption? Despite a delay, the World Bank lent Uganda $150 million in support of the GOU’s anti-poverty programme, a few weeks in advance of the Consultative Group meeting with donors scheduled for May 2003. 

     Since aid cannot ´buy’ good policies, the leverage that aid affords donor agencies is limited and 

generally insignificant. In Uganda and elsewhere, past donor assistance to anti-corruption efforts had 

not been particularly effective. Bilateral donor concerns with corruption seem to be on the increase, 

and the prospect of an eventual reduction in aid as a result of continued ‘bad governance’ is real. On 

April 16,  Irish ambassador to Uganda, Mairtin O'Fainin, demanded the immediate publication of the 

‘junk helicopter’ report and the findings of the commission of inquiry on the alleged plunder of the 

DRC resources, and  that appropriate follow-up action be taken. ‘As a budget support donor, we have

 keen interest in ensuring that the accountability systems of government run efficiently and in a 

transparent manner. Corruption has been, and still remains, a major concern for us and for other budget support donors,’ O'Fainin said. At the same meeting, President Museveni said the Leadership Code

 should be revisited to encompass lower cadre staff. He urged the public to join the government in the

 ‘fight against corruption’.  

     Donors would be understandably reluctant to pull the plug on budget or balance of  payments 

support if external shocks - rising oil prices, falling prices for exports - were to further 

undermine the economic progress that Uganda has achieved to date. Although Museveni is no longer 

the darling of the donors, he is unlikely to suffer a significant reduction in aid commitments, which 

reached $800 million a year in the late 1990s.

	Source: Cooksey 2003e, BBC Monitoring Service 17 April 2003


� Active member of Transparency International, � HYPERLINK "mailto:tadreg@raha.com" ��tadreg@raha.com�. The ideas expressed here are my own and in no way reflect TI policy. My experience of aid is limited to Africa. I do not claim universal relevance for my critique of aid. 


� In Bankspeak a ‘disconnect’.


�As the major player, the WB features prominently in the following pages.  This is unfair to the extent that the WB does not constitute the entire aid industry, but fair to the extent that some of the most grievous examples of ‘corruption in aid’ originate in the WB. 


� I am concerned with agencies providing development assistance (programme and  project aid, technical assistance) not those providing emergency relief or humanitarian (including food) aid. There is no question that emergency and humanitarian relief are underfunded. By contrast, development aid is frequently over-funded in relation to recipient countries’ ability to make good use of it. 


� Too much ice cream makes you sick. On the other hand, aid dependency suggests a pathology of addiction: aid as narcotic, alcohol, tobacco…


� Jeremy Pope, Transparency International  (2003:9).


� This does not mean, as many argue, that aid has had no impact.  Aid impact is enormous. However, aid-fed corruption and its consequences have not been a subject of much empirical research to date. 


� See Box 4 on Tanzania in the text.


� Essentially PRSP = structural adjustment + debt relief + protected and increased social spending.


� Although in theory aid is politically neutral, many agencies are committed to competitive politics. Uganda’s slow transition to ‘multipartism’ is a current bone of contention, as discussed below.


� Here I am not concerned with whether neo-liberal policies can help drag Africa out of poverty. I am concerned with the likelihood that aid can help combat corruption in aid dependent countries of SSA.


� This and the following section draw liberally from Cooksey 2003e.


� Lancaster and  Wangwe 2000:13. Aid dependency means that virtually every official activity has an aid dimension.


� Lending agencies continue to finance stand-alone projects run by project management units. Huge amounts of money are involved, encouraging grand, petty and political corruption.


� The East African countries usually score below the SSA average in TI’s annual CPI.


� Transparency International 2003, chapters by Alabi, Kabemba and Mwenda.


� Government of Uganda (2000: 2).


� ‘Project Aid Only Increases Uganda’s Debt’, The East African, Nairobi, December 16-22, 2002. A report on aid effectiveness in Uganda (Movrotas 2003) concluded that technical assistance and programme aid had positive impacts, but that projects did not.


� ‘Corruption and Cronyism in Uganda’s Privatisation.’ African Affairs. See Paul Redfern ‘Report Criticises World Bank over Privatisation in Uganda. the East African, April 9, 2001. The article does not cite the author or date of the report. See below for evidence of a similar WB strategy in Tanzania.


� Easterley 2002. True in general, not just for Kenya.


� Cooksey (2003b,c) and others have been urging  NARC to review the performance of aid under the Moi regime before accepting further big loans from the IFIs.  Kenya’s foreign debt is US$7 billion.


� Warioba (1998)


� This section draws heavily on Cooksey (1998) and Kobb (2002). See also the box on Tanzania.


� Fjeldstad and Semboja (2000)


� The ‘new politics’ of taxation and accountability dashes the expectation that greater local revenue collection and spending autonomy through ‘fiscal decentralisation’ would lead to an improvement in local accountability. In Tanzania and Uganda, fiscal decentralisation has unleashed all manner of unfair and regressive taxes, extortion by officials and heightened tax avoidance mechanisms. The cynics who warned that local government decentralisation would lead to decentralised corruption appear to have been right.


� Most (all?) accountants are considered corrupt, whatever their capacity. Presumably companies with the most capacity include the local branches of the ‘big 5’ accountancy firms [since Enron the big 4].  Are they above conspiring with government officials on issues of corruption?


� See the Country Assistance Strategy (2000).


� Some argue that corruption is not easy to measure (the CPI only measures perceptions) but there is plenty of rather convincing evidence that could be produced to measure trends. The quantitative, multi-country surveys that have been carried out by the World Bank Institute and others give insights into many governance issues, including corruption. It is interesting that donors are so concerned with improving accountability mechanisms in government yet do not apply the same processes (monitoring, evaluation, impact assessment) to governance and anti-corruption.  


� Ms Short claimed but did not prove that the deal was corrupt.


� In a speech in March 1999, Ms Short said that, because aid is fungible ‘it would be unacceptable to be putting large sums of money into education and health care if other parts of the government budget are being spent wastefully or corruptly. Increasingly, controls on corruption are a central theme of our development programme.’ (Sunday Observer, Dar es Salaam, 28 March 1999). 


� As argued by Cooksey (1998).


� Although research shows that recent low inflation, foreign investment and economic growth have not reduced poverty but that income inequalities are rising, particularly in Dar es Salaam. (URT 2002).


� For a more detailed treatment of types of aid agency and types of corruption , see Cooksey 1999d.


� Please remind me to bring you up to date.


� Sometimes unnecessarily and with tiresome consequences.


� See Fifty Years is Enough network � HYPERLINK "http://www.50years.org" �http://www.50years.org� and the Bretton Woods Project � HYPERLINK "http://www.brettonwoodsproject.org" ��http://www.brettonwoodsproject.org�. A corruption index for donors has been proposed.


� Christian Aid 2003:1


� Names withheld?? Why so coy? India, Nigeria, Brazil, Indonesia?


� Florini (2003:11) including a quote from Udall (1998).


� Cooksey (1999d)


� Ateba (1999:1). The same applies to other agencies.


� Knack, (no date, page 1).


� Mavrotas, OPM (2003:73).


� Paul Redfern, ‘UK Debates Future of Aid to Third World Countries’, the East African, Nairobi, February 10, 2003.


� President Museveni once referred to aid as a life support system for dead institutions, or words to that effect.


� Ibid. 


� The Economist, ‘Aid effectiveness; Help in the right places’, March 16, 2002


� Ibid, citing research by Dollar and Collier of the WB. Note the same assumption of ‘aid good, double it – twice as good!’  Two WB researches – two opposing conclusions. Take your pick…


� Barkan (1998).


� Patrick Chabal and Jean-Pascal Daloz (1999). Africa Works: Disorder as Political Instrument, Oxford, James Currey


� Lancaster and Wangwe (2000:28) argue that ‘Aid provided African officials with additional resources that could bolster the patronage-based politics on which most of their regimes were based.’ The authors do not explore the implications of this observation, nor do they consider the role of corruption in aid dependent countries, an interesting oversight that I have noted in previous donor-friendly analyses of aid impact and dependency. (See Cooksey 1999d). Consequently, there are no actors involved in ‘reducing donor dependency’, which is treated as a self-evidently desirable policy for the dependent state elite to follow. The political economy of donor dependency is yet to be written.


� Tanzania Development Research Group. A local NGO,  entered a dialogue with the Tanzanian Ministry of Agriculture to critique a controversial WB agricultural marketing project before it reached the appraisal stage. TADREG hammered the project from all conceivable angles. It was finally reformulated, downsized (from $95 million to $75 million) and had its name changed from SOFRAIP (sic) to PADEP (Participatory Agricultural Development Empowerment Project [sic!]). The Ministry summarily terminated the dialogue as it perceived TADREG to be ‘against their project’. Efforts to involve TADREG as an NGO representative in various processes, including the PER, have been rejected by the Ministry without explanation.


� Sadly, development aid is likely to be replaced by emergency and humanitarian assistance as countries join the list of ‘failed states.’ Côte d’Ivoire seems to have joined the list.


� ‘Yes, but…’ qualifications are in order for these statements. 


� Mushtaq Khan and K.S. Jomo (2000) describe primitive accumulation processes of this kind taking place in certain Asian countries, driven by political corruption and rent seeking.


� WORLD BANK/IFC/M.I.G.A. (2003). Sanjay Pradhan, Director, PRMPS,  Minutes of the March 21, 2003, Workshop with the Bank and Transparency International on “Combating Corruption” April 14. For a similar view, see Cooksey (2003a,c).





� James Wolfensohn got away with raising the question of corruption by defining it as a governance/ development issue rather than a political one. The WB is, of course, a political animal by any definition.


� I once wrote to the editor of the Reality of Aid pointing out the dubious assumptions underlying the pro-aid thrust of the publication, and was thanked politely for my troubles. Most of the big INGOs are pro-(more)-aid because they are largely funded by public money. 


� I was approached indirectly by the British treasury to offer an opinion on the possible risks attached to expanding British government budget support to Tanzania. I reeled out my usual aid bashing diatribe, but added that spending  increases of this kind were supply-driven, and political, and therefore they would go though willy-nilly. 


� Like INGOs, local NGOs and CBOs are donor dependent, and therefore not predisposed to ‘bite the hand that feeds them.’


� Greater bilateral aid commitments could have the same effect. 
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