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t is now widely recognized that corruption

is harmful to economic growth, that it di-

minishes the effectiveness of aid, and that
it exacerbates poverty. Corruption is a fundamen-
tal obstacle to economic development. In Eu-
rope and Central Asia, the radical shift in
economic and political systems that occurred in
most countries after 1990 made existing forms
of corruption more visible and opened opportu-
nities for new forms of corrupt practices. Foster-
ing transparency, accountability and voice, all
of which reduce the incentives for corrupt be-
havior, has been a priority for the World Bank
in Europe and Central Asia.

The World Bank’s assistance in anticorrup-
tion ranges from direct advice in developing an-
ticorruption programs to ensuring, more
indirectly, that transparency and accountability
feature prominently in all of our areas of assis-

tance, from health care and education reform to

Foreword

infrastructure and energy programs. This book-
let provides a summary of the ways in which the
World Bank is helping countries in Europe and
Central Asia reduce corruption. It is not intended
to be a full inventory, but rather a brief descrip-
tion of the breadth of our activities.
Institutional changes needed to reduce cor-
ruption take patience and perseverance. Even the
best efforts require time. The World Bank,
through its analysis, lending and policy advice,
hopes to support the efforts of reformers through-
out Europe and Central Asia to bring about these

essential institutional changes.

Johannes F. Linn
Vice President

Europe and Central Asia Region



The World Bank and Anticorruption
in Europe and Central Asia

n the World Bank’s client countries of

Europe and Central Asia, nearly 500 mil-

lion people in 28 countries have now wit-
nessed more than a decade of profound changes
in their political and economic lives.! In many
countries, freedoms unknown in earlier years have
become commonplace as central planning was
supplanted by markets and political monopolies
have given way to multiple parties and elections.
The region is remarkable for the shared institu-
tional heritage of decades under communism
which gave way to capitalism and democracy, an
experience common to all countries in the re-
gion except Turkey, and for the diversity of his-
torical and cultural traditions. From small, newly
independent states to mighty powers like
Russia, from Central Asia to the advanced
European Union accession countries, the region
represents varied legacies and challenges.

For most of the region, the aftershocks of
the collapse of central planning and customary
trading arrangements initiated a precipitous drop
in output and sharp increases in poverty and un-
employment. Although growth has now recov-
ered throughout the region? poverty remains an

important problem with nearly one out of five

people in the region surviving on less than two
dollars per day.> The World Bank’s mission in
Europe and Central Asia, as it is worldwide, is
to work with clients and partners to reduce pov-
erty and raise living standards.

The massive reorientation of states and in-
stitutions in the decade of transition brought
another phenomenon into the spotlight. Once
accepted by some as the grease that turns the
wheels of commerce, corruption—usually defined
as the abuse of public office for private gain—
reached new heights and made painfully clear
the costs that it imposes. The experience of re-

cent years has brought about a greater awareness

'"The World Bank’s clients in Europe and Central Asia
include all of the former socialist countries of Central
and Eastern Europe and the former Soviet Union, as

well as Turkey and Kosovo, Serbia and Montenegro.

2 In 2002 every country in Europe and Central Asia
experienced positive growth of real GDP except for
the Kyrgyz Republic which had a modest decline of
0.5%.

> World Bank. 2000. Making Transition Work for Ev-
eryone—Poverty and Inequality in Europe and Central
Asia. Washington, DC: The World Bank.



that improved governance and reduced corrup-
tion are essential to reach the long-term objec-
tives of poverty reduction and sustainable growth.
As the world’s leading provider of development
assistance, the World Bank has a special respon-
sibility to make the fight against corruption a
cornerstone of its development agenda. In the
years since 1996 when James D. Wolfensohn
spoke of the “cancer of corruption”, the World
Bank has broadened and deepened its assistance
to countries combating corruption. Through
lending operations and policy dialogue, the World
Bank is helping its clients to address the under-
lying causes of corruption and is integrating gov-
ernance concerns into its assistance in every
sector, from rural transport to health care reform
to legal and judicial reforms.

This booklet provides an introduction to
some of the ways that the World Bank, in close
collaboration with our clients and partners, helps
the countries of Europe and Central Asia to ad-

dress the challenge of reducing corruption. This

activities that the World Bank has undertaken
to reduce corruption in Europe and Central Asia
are then described through the following five
elements of a multi-pronged strategy, illustrated
in Figure 1, around which this booklet is orga-
nized: building political and public accountabil-
ity, strengthening competitiveness in the private
sector, building capacity and institutions for
public sector management, enhancing civil so-
ciety participation, and fostering institutional
restraints. Detailed information about specific
projects can be found on the internet, and sev-

eral web site addresses are listed at the end of

this booklet.

Institutional
Restraints

Political and Public
Accountability

FIGURE 1

A Multi-pronged Strategy for Addressing Gorruption

Civil Competitive
is not meant to be an exhaustive inventory of Society e—| orruption i
activities; rather it provides an indication of the Participation Sector

breadth of activities that help to address this vex-
ing problem. The booklet leads off with a short

introduction to key regional and country-

Public Sector Management

specific diagnostic work on governance and an-

ticorruption. Selected analytical and lending Source: The World Bank. 2000. Anticorruption in Transition—A Contribution to the Policy Debate
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Defining the Problem

Even as a consensus arose in the 1990s about
the problems that corruption poses for economic
development, many policy makers found them-
selves confronted with a seemingly intractable
problem. The dimensions and patterns of cor-
ruption were the subject of rumor and anecdote
and discussions were often highly politicized.
Through regional and country-specific analyses,
the World Bank has attempted to clarify the
nature of corruption and to afford leaders and
civil society with tools that would stimulate ra-

tional debate on reform priorities.

Contributing to the Policy Debate—Anti-
corruption in Transition

For the 2000 Annual Meetings in Prague, the
World Bank produced an influential report on
corruption in transition countries. Anticorruption
in Transition—A Contribution to
the Policy Debate helped draw
attention to the complexities of
corruption, recognizing that

what has generally been treated
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as a one-dimensional phenom-
enon actually encompasses a
broad range of interactions
within the state and between the

state and society, each with its

own dynamics. On this basis, the report set out a
new typology of corruption and governance in
transition economies which allows the identifi-
cation and comparison of different patterns of
corruption across different groups of countries.
Recognizing the distinct origins and conse-
quences of different types of corruption, specific
policy recommendations were tailored for coun-
tries according to the typology, drawing from a
common set of institutional and policy reforms.
The recommendations emphasized how to tar-
get anticorruption efforts, how to sequence re-
forms and how to calibrate realistic expectations
in different contexts.

The report also developed the concept of
state capture, a form of grand corruption in which
firms make private payments to public officials
in order to influence the design of laws, rules
and decrees. By capturing state institutions, firms
are able to encode preferential treatment for
themselves in the basic rules of the game of the
market economy, creating a wide range of policy
and institutional distortions that generate highly
concentrated gains to narrow sectors and groups,
often at a high social cost. This examination of
the institutionalization of corruption into the very
policymaking process broadened the scope of the
report to address the political and economic roots
of poor governance and the factors that can lock
countries into a low-level equilibrium of

misgovernance and corruption.



Since its publication, Anticorruption in Tran-
sition has been widely disseminated through
workshops and presentations in ten countries
in the region, as well as to donor partners, the
media, and the academic and policy communi-
ties. In a number of countries, the report has
had a catalytic effect providing a new vocabu-
lary and conceptual framework for problems as-
sociated with the relationship between politics
and business that are widely discussed but still
poorly understood. It has also prompted substan-
tial discussion in the development community
on how to combat the problem of state capture
to enable further reforms. This has sparked a
greater demand for development of practical
strategies to improve governance and reduce
corruption.

The report drew insights from the experi-
ences of more than 4,000 firms in 25 transition
countries, firms that participated in the Business
Environment and Enterprise Performance Sur-
vey developed jointly by the European Bank for
Reconstruction and Development and the World
Bank.* The survey examined the quality of the
business environment as determined by a wide
range of interactions between firms and the state.

The diverse and complex experiences reported

* The survey data was also used for preparation of the

EBRD Transition Report, 1999.

by the firms in Europe and Central Asia suggest
the need for a more nuanced approach to anti-
corruption, emphasizing public accountability, a
competitive private sector, improved public sec-
tor management, civil society participation, and
institutional restraints.

Three common themes which underlie the
broad strategies for fighting corruption also form
the basis for many of the development initiatives
supported by the World Bank in Europe and Cen-
tral Asia. First, bringing transparency to gov-
ernment processes and decision making makes
corruption more difficult to disguise. Second, es-
tablishing institutions that emphasize account-
ability for public sector performance helps ensure
that officials have incentives to perform well.
Lastly, allowing stakeholders to have some voice
or direct input into the decisions that affect them
helps ensure a more responsive government.
These three fundamental features of good gover-
nance—transparency, accountability and voice—all
contribute to reducing corruption and have been in-
tegrated throughout the World Bank’s assistance pro-

gram in Europe and Central Asia.

Governance and Anticorruption Diagnostics

A key tool that the region has used in several
countries to initiate a dialogue on corruption is
the diagnostic study, usually based on large-scale

surveys of households, enterprises and public of-



ficials. Diagnostic surveys help
to identify the pattern and pro-
file of corruption and facilitate
analysis of the institutional
weaknesses at the heart of gov-
ernance problems. More gener-
ally, diagnostics provide
information to assist govern-

ments and civil society organi-

zations to develop an effective
and well-informed strategy
against corruption, focusing the debate on insti-
tutions and performance, rather than on indi-
viduals. They can also help to mobilize an
anticorruption coalition both within and out-
side the government.®

Anticorruption diagnostics set the stage for
in-depth discussions with governments on a num-
ber of governance and public sector issues. The
principles of transparency and partnership, which
are the essence of the diagnostic process,’ set the
tone for subsequent operations. In the Slovak
Republic, for example, anticorruption diagnos-
tics were requested by the Deputy Prime Minis-
ter and prepared in partnership with
Transparency International Slovakia.® Similarly,
the anticorruption diagnostics in Romania high-
lighted the need to augment the government’s
previous enforcement-dominated anticorruption
approach with moves toward transparency in

both the political arena and public administra-

tion. In Bosnia and Herzegovina, the anticor-
ruption diagnostics have served primarily as a
means of raising the profile of anticorruption
among the many imperatives on the policy
agenda, while in Kazakhstan the governance and
service delivery diagnostics provided initial evi-
dence on the progress made through earlier re-
forms, notably those in the recruitment,
discipline, and performance evaluation of civil
servants. The governance and service delivery
study in the Kyrgyz Republic used the surveys to
highlight the link between poverty and weak-
nesses in governance.

Although the World Bank helped pioneer
the use of surveys for public dialogue about anti-
corruption and governance, a promising trend

has been the application of similar efforts by non-

> The early experience with diagnostic surveys is de-
scribed in Daniel Kaufman, Sanjay Pradhan, and Randi
Ryterman. 1998. New Frontiers in Diagnosing and Com-
batting Corruption. PREM Note No. 7. Washington,
DC: The World Bank.

¢ With the exception of Figure 2, the charts in this
document are drawn from reports on the governance

and anticorruption diagnostics.
" All diagnostics are requested by client governments

and are ultimately made public by the governments.

8 The diagnostic in the Slovak Republic, as in several
other countries, was prepared in cooperation with the

United States Agency for International Development.



governmental organizations and think tanks.’
The World Bank supports citizen-based efforts
to spread information and elicit feedback from
citizens, approaches which strengthen the ac-
countability of communities and local govern-
ments. In Russia, Turkey and Armenia the World
Bank has supported survey-based studies of cor-

ruption carried out by national think tanks.

Public Sector Management

A central aspect of the World Bank’s governance
and anticorruption assistance in Europe and Cen-
tral Asia is the reform of the internal manage-
ment of public resources and administration in
order to reduce the opportunity and incentives
for corruption. Reforming public sector manage-
ment and public finance requires instilling a
meritocracy with adequate pay in a depoliticized
public administration, clarifying governance
structures, enhancing transparency and account-
ability in fiscal management, and focusing policy
reforms on improving the delivery of government
services. In most cases, greater public oversight
has to play a key role in the reform process.
With the growing understanding of the es-
sential role of institutions and governance and
of the pernicious effects of corruption, the Eu-
rope and Central Asia Region has increased sub-
stantially the share of institution-building

projects in its program. Lending for public sec-

tor reforms reflects the imperative of good gov-
ernance. Of the US$5.5 billion of new commit-
ments in Europe and Central Asia in 2002, some
24% was oriented directly toward public sector
governance, as illustrated in Figure 2.

World Bank lending and policy advice are
based on a wide range of analytical studies, the
findings of which aim to increase the efficiency
of the state and to make processes more trans-
parent and less prone to corruption. Most ana-
lytical studies have multiple objectives, providing
not only concrete policy advice, but detailed in-
formation for public discourse and benchmarks
for monitoring future progress. The governance
and anticorruption diagnostics described earlier
draw attention to weaknesses in public adminis-
tration and highlight priority areas needing re-
form. A similar diagnostic study, the Institutional
and Gowvernance Review, focuses directly on the
political and institutional impediments to reform.
In Armenia, the detailed assessment of the health

sector, one rife with unofficial payments, con-

? The first anticorruption diagnostics undertaken by
the World Bank were all in the Europe and Central
Asia region and were cooperative efforts between sev-
eral parts of the World Bank, including the regional
Public Sector and Governance team, the World Bank
Institute, and research firms or nongovernmental or-

ganizations in each country.



cluded that the introduction of “new public man-
agement” reforms were premature since prereq-
uisites such as rule of law, property rights, a
meritocratic civil service, and internal controls
to ensure proper use of public funds were not in
place. In other countries like Macedonia, a third
diagnostic study, the Public Expenditure and In-
stitutional Review, suggested a more gradual ap-
proach to implementing reforms, one that aims
to develop more transparent and contestable

mechanisms for resource allocation and for pay-

World Bank Lending (Commitments) in Europe
and Central Asia in 2002

Economic Management 12%

Environment and Natural
Resources Management 3%

Public Sector
Governance
24%

Rural Development 6%

Urban Development 1%

Human Development 3%

Social Development,
Gender & Inclusion 3% Rule
of Law
Social Protection & 2%
Risk Management 7%

Financial & Private Sector Development 40%

Source: The World Bank Annual Report 2002

ment and contracting for hospitals and special-

ist services.

Financial Management

Building a sound system of financial management
helps control corruption in many ways. Finan-
cial transparency makes disguising corruption
more difficult and increases the accountability
of those entrusted with spending the public’s
money. The World Bank is actively supporting
financial transparency in Europe and Central
Asia by supporting the establishment of trans-
parent budget formulation, treasury, accounting
and auditing systems, and improving other areas
of public financial management. These activi-
ties provide a valuable platform for dialogue on
long-term improvements in fiscal transparency.

Open expenditure policy and management
practices help ensure budget stability and increase
accountability to the public for spending. In
Europe and Central Asia, where the legacy is of-
ten one of central control rather than transpar-
ency, these issues loom particularly large on the
reform agenda. The World Bank contributes to
the analysis of public expenditures, primarily
through Public Expenditure and Institutional Re-
views. In Albania and in Bosnia and Herzegovina,
for example, the aim was to improve the strate-
gic focus in budget formulation and strengthen

the link between sector policies, resources and



the macroeconomic framework. Similarly, in the
Kyrgyz Republic the analysis was oriented toward
improving the budget preparation processes and
integrating the capital and recurrent budgets.
Modern treasury systems help to reduce cor-
ruption through stronger and easily traceable sys-
tems of internal controls, and provide timely and
accurate financial information to managers in the
public sector.'® In many countries in Europe and
Central Asia, the World Bank has supported gov-
ernment efforts to modernize institutional struc-
tures to manage public finances as they moved
from centrally planned to market economies. In
countries as diverse as Kazakhstan, Ukraine and
Hungary, the World Bank has assisted in the es-
tablishment of appropriate legal frameworks and
information systems required to support a mod-
ern treasury, stressing transparency and account-
ability in public expenditures. By helping to
establish coherent budget classification structures,
such systems improve the effectiveness of cash
management and reporting of budgetary trans-
actions. A key feature of a modern treasury is that
spending, including most extra-budgetary funds
and off-budget revenue, is consolidated under a

single account held at the country’s central bank

10See Ali Hashim and Bill Allan. 2001. Treasury Ref-
erence Model. World Bank Technical Paper No. 505.
Washington, DC: The World Bank.

and that all expenditure transactions are routed
through the treasury. This allows transparent,
timely and comprehensive reporting on budget
execution, minimizes idle balances in government
bank accounts and provides a means to ensure
that expenditures cannot deviate from appropria-
tions as approved by the legislature. These sys-
tems also strengthen coordination with budget
policy and with internal and external audit, all
essential for reducing the scope of corrupt prac-
tices. The World Bank program in Turkey typi-
fies this coordinated approach to improving
financial management systems. Standardized bud-
get classification and accounting rules have helped
improve transparency, while support for the Court
of Accounts has strengthened accountability.
The experience of Hungary helps illustrate
the benefits of modernization of the public fi-
nancial management system. As a result of greater
transparency regarding the budget and the bal-
ance sheets of the central and
sub-national governments,
Hungarian society started to
exhibit a greater public aware-
ness and independent views on
government fiscal perfor-
mance. Since 2001, several
local research institutions and
the media have been reporting
“adjusted” deficit figures that

reflect government off-budget




30%.

25%

20%

percent of enterprises
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activities, and fiscal risk became an important
issue in the 2002 election campaign.

In addition to its large-scale lending program,
the World Bank provides detailed analyses of the
features of financial management. The Country
Financial Accountability Assessment, which has
been completed or is under preparation in nearly
every country in the Europe and Central Asia
Region, examines the strengths and weaknesses
of financial accountability arrangements in the
public sector.!® These assessments facilitate a com-
mon understanding of how and where the
country’s financial management arrangements in

both the public and private sectors can be im-

Perceptions of Corruption in Procurement in
the Slovak Republic

How frequently do enterprises have to pay bribes to win public sector tenders?

26%
19%

15%

0..

5% 5%

18%
16%
1%

1= never 7=always

Source: The World Bank and USAID. 2000. Corruption in Slovakia—Results of Diagnostic Surveys

proved and on the design and implementation
of capacity building programs.

Corruption in procurement wastes scarce
government resources that might otherwise be
used to fight poverty or improve service delivery
to the population. Weaknesses in procurement
practices may cause inferior products to be pur-
chased or public works to be abandoned before
completion. In most countries of Europe and Cen-
tral Asia, procurement systems were designed
under central planning and were ill-suited to take
advantage of market competition. Surveys of en-
terprises routinely suggest the perception of cor-
ruption in procurement, as illustrated in Figure
3. Reducing corruption in procurement requires
improvements in procurement institutions and
practices. The Country Procurement Assessment
Report, also completed or under preparation in
nearly every country in Europe and Central Asia,
is the World Bank’s primary instrument to pro-
vide an in-depth examination of the function-
ing of a country’s procurement systems and
policies. This assessment serves to identify and
open a dialogue on the weaknesses of a country’s
procurement system which can be exploited for
corruption and to suggest improvements to en-
sure value in the use of public procurement funds.

The diagnostic work done by the World Bank
in procurement, financial accountability and
broader public expenditure management plays

an important role in ensuring that lending ac-



10

tivities are appropriately directed. In the Kyrgyz
Republic, for example, a Governance and Service
Delivery Diagnostic, undertaken to accompany the
preparation of a governance-oriented loan, high-
lighted the interdependence of governance prob-
lems and poverty. The Country Financial
Accountability Assessments found that the over-
sight of the executive compromises the indepen-
dence of the Chamber of Accounts, an important
institution for external accountability. As a re-
sult, the World Bank’s program supports the
strengthening of this institution’s independence
as well as the adoption of international audit stan-
dards. Similarly, the Country Procurement Assess-
ment Report identified critical weaknesses in
public sector management, weaknesses that will
be addressed through amendments to the public
procurement legislation and regulations aimed
at streamlining and consolidating the regulatory
framework. The World Bank’s governance pro-
gram in the Kyrgyz Republic supports these re-
forms with a mix of policy advice and technical
assistance.

E-government has also emerged as a prior-
ity area for many governments in Europe and
Central Asia, ranging from simple upgrades of
traditional public services, such as tax adminis-
tration, to more radical restructurings of citizen-
state interactions, from the establishment of
integrated one-stop shops for a cross-cutting range

of public services, to direct citizen involvement

in the decision making processes within public
institutions. The World Bank is working on a
number of fronts in this area, providing financ-
ing for projects where the modernization of public
institutions and contemporary information sys-
tems intersect. In Ukraine, for example, the
World Bank is financing the use of technology
to enhance transparency and lower the transac-
tions costs of procurement to meet European
Union standards and to facilitate efficient on-

line public-private dialogue.

Decentralization

As part of the transition to a market economy,
many countries are moving towards decentral-
ized service delivery and are focusing on decen-
tralization of decision making authority to lower
levels of government as a means to increase voice
and participation. The progress in Europe and
Central Asia has been mixed: in most countries
the central government has delegated the admin-
istration of many activities to lower levels of gov-
ernment, but in only a few cases has real decision
making authority been devolved. Central gov-
ernments are often reluctant (sometimes for valid
reasons) to give up control of revenues.

In Central European countries, local govern-
ment reform is an important component of Eu-
ropean Union accession, while in some countries

of the former Soviet Union, decentralization is



perceived as improving participation and the sta-
bility and transparency of fiscal relations between
levels of government. In the Balkans, systems of
fiscal decentralization play key roles in emerg-
ing governance structures. Most importantly how-
ever, in every country intergovernmental reforms
involve a mixture of economic, political, admin-
istrative and institutional factors that make work
in this area particularly complicated.

The World Bank addresses these challenges
in different ways depending on the country’s cir-
cumstances. In many cases, analytical work is be-

ing carried out to help support governments in

Perceptions that Public Positions Can Be Bought
in Albania and Georgia
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T T T
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Source: The World Bank. 2000. Helping Countries Combat Corruption—Progress at the World Bank
Since 1997.

their reform efforts. In some countries, as in
Ukraine, the World Bank is maintaining an ac-
tive role in helping the Government with imple-
mentation of reforms. In the Russian Federation,
the World Bank is breaking new ground with a
loan to support the Government’s efforts to re-
form the framework for intergovernmental fi-
nance and to strengthen budget management at
the regional level. These efforts in Russia are
complemented by an extensive program of tech-
nical assistance, including capacity building ef-

forts at the local level.

Civil Service and Administrative Reform

A merit-oriented, depoliticized civil service plays
an essential role in limiting the spread of cor-
ruption. Indeed, in some countries there is the
perception that corruption is widespread even
in public sector appointments, as illustrated in
Figure 4. Through its analytical studies, policy
dialogue and lending operations, the World Bank
is helping governments in many countries in Eu-
rope and Central Asia to begin to instill the fea-
tures of transparent and accountable civil service
institutions.

In Bulgaria, Macedonia and Albania, the
World Bank has undertaken surveys of public of-
ficials in order to establish baseline measurements
of the performance of the public administration

and its constituent parts. These governments

11
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have committed to resurvey after two to three
years so as to monitor systematically medium-
term improvements in the functioning of the
public administration. In addition, the World
Bank has helped the Government of Albania
undertake a survey of salaries in the public sec-
tor, the private sector and within the local of-
fices of the donor community. This survey has
provided important information for designing
salary reform measures in Albania.

The World Bank’s combination of techni-
cal assistance and ongoing policy dialogue in Al-
bania helped establish key civil service practices,
especially competitive recruitment and monitor-
ing of actual civil service management practices.
The experience shows both the promise and the
challenge of civil service reform. While many
Albanians were reluctant at first to relinquish
the flexibility and lack of controls that charac-
terized the previous system of management, the
benefits of the reforms have quickly become ob-
vious. A system of monitoring the change pro-
cess has been instrumental, both for providing
evidence of successes and for identifying tactics
that were being used to avoid competitive pro-
cesses. Building the institutions for a truly
meritocratic and depoliticized civil service, how-
ever, will take time, and indeed challenges in
implementation remain formidable.

The World Bank’s analytical work in civil

service reform have multiple purposes: know-

ledge creation, capacity building, and provision
of technical assistance. In Russia, the World Bank
provides demand-driven “just in time” techni-
cal and advisory services, including the devel-
opment of a pay and employment model, an
analysis of scenarios for pay reform and workforce
rightsizing, and an assessment of the applicabil-
ity to Russia of OECD reform approaches over
the last ten to fifteen years. A Russian language
public administration reform website!! is now
available for use by the private sector and the
public at large ensuring widespread availability

of information.

Tax and Customs Reform

Tax and customs administrations are enormously
important given their role in collecting the rev-
enue needed to carry out essential government
programs, such as health, education and poverty
alleviation activities. They also have the power
to save or cost firms and the general public con-
siderable sums of money, and, not surprisingly,
are widely perceived as suffering from significant
corruption. By eroding the resources available
for useful programs, corruption in tax and cus-

toms weakens the state’s ability to carry out its

"' The Russian language public administration reform

website is http://www.pareform.ru.



essential tasks, while encouraging firms to oper-
ate unofficially.

Reducing corruption is one of many goals
in reforming tax and customs administrations,
and the themes of transparency and accountabil-
ity run through much of the World Bank’s ap-
proach to this important sector in Europe and
Central Asia.'” Indeed, these themes are central
to the World Bank’s assistance supported by two
loans to modernize the largest tax administra-
tion in the region, that of the Russian Federa-
tion. In the course of helping establish an effective
and efficient national system of tax administra-
tion, the first project helped establish and pilot
two centralized data processing centers, one for
enterprise taxes and the second for individual
income taxes, a reform that helped remove di-
rect contact between the taxpayer and tax agent,
anotorious opportunity for graft. In a similar way,
World Bank assistance to Bulgaria has the long-
term objective of transforming
the relationships between tax-
payers and agency officials, to
create a transparent, account-
able, fair and service-oriented
public agency. In addition to
helping reduce the scope for
corruption, these reforms pro-
mote voluntary compliance
with the law, decreasing tax

fraud and evasion.

Surveys in many countries suggest that cor-
ruption can be especially severe in customs and
at border crossings. Addressing corruption re-
quires not only stronger controls and deterrence,
but the introduction of transparent procedures
and accountability mechanisms as well. Given
the cross-border nature of international trade,
regional programs are especially important for
reducing corruption in this area. In certain re-
gions of Europe and Central Asia that suffered
through wars, corruption in international trade
became institutionalized as a means of financ-
ing military operations. In Southeast Europe, the
World Bank is supporting the governments of
six countries to reduce non-tariff costs of trans-
port with a view to reducing corruption at bor-
ders. The programs combine modernization of
customs administration with institutional reform
and aims to bring transparency to border cross-
ing procedures. The projects strengthen voice,
transparency and accountability by stressing per-
formance monitoring through user surveys and
by integrating consultations with customs, other
border agencies and key stakeholders such as firms

and business associations.

12 See Jit B. S. Gill. 2000. A Diagnostic Framework for
Revenue Administration. World Bank Technical Paper
No. 472. Washington, DC: The World Bank.
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Service Delivery

Governance issues touch the population directly
in the case of health and education, undermin-
ing the effectiveness of services essential to the
well-being of the poor as well as the credibility
of government. Surveys throughout Europe and
Central Asia suggest that unofficial payments for
health care are endemic. Although some view
these payments as traditional expressions of grati-
tude or inconsequential methods of financing
care, even small payments can be a burden on
the poor and, as illustrated in Figure 5, are con-
sidered by many to be a form of corruption. So-
cial assessments in Europe and Central Asia have
provided valuable anecdotal evidence of the per-
nicious effects that unofficial payments for health
care can have. Anecdotes abound of prescrip-
tions unfilled and surgeries unperformed because

of the difficulty in making these unofficial

13 See Nora Dudwick, Elizabeth Gomart, Alexandre
Marc, and Kathleen Kuehnast. 2003. When Things Fall
Apart—Qualitative Studies of Poverty in the Former So-
viet Union. Washington, DC: The World Bank. An-
ecdotes can also be found in Deepa Narayan, Raj Patel,
Kai Schafft, Anne Rademacher, and Sarah Koch-
Schulte. 2000. Voices of the Poor—Can Anyone Hear
Us?. Washington DC: Oxford University Press.

4 Maureen Lewis. 2000. Who is Paying for Health Care
in Eastern Europe and Central Asia?. The World Bank.

Health Care in Kazakhstan
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payments."? Indeed, a 2000 World Bank study,
Who is Paying for Health Care in Europe and Cen-
tral Asia?, concluded that the practice of mak-
ing informal payments for health care is emerging
as a fundamental aspect of health care financing
and poses a serious impediment to health care
reform." The anticorruption diagnostic study in
Poland and a follow-up examination of the phar-
maceutical industry, however, both made clear
that the problem of corruption in the health sec-

tor does not stop with the unofficial payments



that patients must make, but extends to corrup-
tion in pharmaceuticals and issuance of false cer-
tificates for disability benefits, patterns found
elsewhere in the region as well.®

The institutional legacy of socialism and the
poor fit of former financing mechanisms with the
realities of hard budgets are important contribu-
tors to the problems of corruption in health care.
Improving financing arrangements and strength-
ening health care management systems are, con-
sequently, key elements of reforms. To improve
the efficiency of service delivery and to reduce
the prevalence of unofficial payments for health
care, the World Bank is supporting efforts to make
resource use in the health sectors more cost-ef-
fective and efficient and is assisting in the de-
sign of health financing reforms that guarantee
universal access to basic care through insurance
or risk-pooling arrangements with sustainable rev-
enue sources. Through its lending and policy dia-
logue, the World Bank is
helping to change manage-
ment systems in the health sec-

tor, focusing on the sector’s
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legal, institutional, regulatory
and policy frameworks.

The World Bank’s pro-
gram in Russia illustrates the
essential link between public
sector reforms and health care.

In addition to establishing a

system of federal regulation, the reforms in Rus-
sia strengthen the health care system’s long-term
financial sustainability by shifting the emphasis
from inpatient to outpatient care and from spe-
cialist to primary health care using modern guide-
lines. The World Bank program also supports
realistic health care budgets by strengthening the
analytical capacity for preparing equalization for-
mulas, an aspect of public finance that is par-
ticularly important for a decentralized country

the size of Russia.

Civil Society Participation

As stakeholders in the quality of governance and
as institutions mediating between the state and
the public, the organizations that comprise “civil
society” have important roles to play in constrain-
ing corruption. These include citizens’ groups,
nongovernmental organizations, trade unions,
business associations, think tanks and religious
organizations. Under the old system, however,
civil society was severely inhibited and in only a
few cases did the power of the collective will
manage to overcome the repression. In Poland,
a strong trade union movement helped create po-

litical competition and supported social cohesion

15 Ryszard Petru. 2001. “Is the Polish Pharmaceutical
System Transparent?” Warsaw: The World Bank.
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through the painful periods of reform, and civic
associations were featured in other Central and
Eastern Europe transitions. Yet such organizations
were the exception; early in the transition, and
even today, nongovernmental organization in
many countries are still in the early stages of de-
velopment or remain closely linked to the state.

More recently, there has been an emergence
in the transition countries of greater civil soci-
ety activism. Grassroots initiatives in many coun-
tries demonstrate the varied roles that
participation by civil society can play in fight-
ing corruption. Most activities revolve around
three key elements: creating public awareness
about corruption, formulating and promoting
action plans to fight it, and monitoring govern-
ments’ actions and decisions in an effort to re-
duce corruption. Social and qualitative
assessments provide a valuable tool for under-
standing the demand side of reform, one that
focuses squarely on poverty. The 2003 World
Bank publication, When Things Fall Apart—
Qualitative Studies of Poverty in the Former Soviet
Union, provides new insights into how poor

people in the former Soviet Union have coped

16 Nora Dudwick, Elizabeth Gomart, Alexandre Marc,
and Kathleen Kuehnast. 2003. When Things Fall Apart

—Qualitative Studies of Poverty in the Former Soviet
Union. Washington, DC: The World Bank.

with the transition.!® Understanding how the
poor are affected by weak governance and lack
of access to services is essential for bolstering citi-
zen involvement.

Citizen voice and participation are essen-
tial ingredients to improving governance, themes
that touch on activities in many other areas as
well. The World Bank strives to improve voice
by providing information for public debate, en-
couraging government procedures entailing
greater citizen involvement, and thus strength-
ening community involvement in economic de-
velopment. Indeed, a key goal of the governance
and anticorruption diagnostics is precisely to put
information in the hands of the public and to
stimulate the demand for reforms by, for example,
providing citizen scorecards rating satisfaction
with government services, as illustrated in Fig-
ure 6. Given the cross-border nature of many
forms of corruption, pressure to
reform can come not only from
civil society, but from neigh-
boring states. Along with other
donors and member countries,
the World Bank supports sev-
eral key fora for mutual coop-
eration and accountability,
among them the Stability Pact
Anti-Corruption Initiative for
South Eastern Europe, and the
CIS-7 Initiative.

FALL APART



Agency of Inmigration
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To reap the benefits of openness and dia-
logue, the World Bank incorporates these fea-
tures into the preparation and dissemination of
its own analytical work, as well as its develop-
ment strategy. Analytical pieces such as Public
Expenditure Reviews are now typically presented
and discussed in public fora. Country-led dia-
logues, such as Poverty Reduction Strategy Papers
and the Comprehensive Development Framework,
both involve extensive consultations with civil
society, helping increase trust in the processes
and instill the concepts of openness and dialogue
into the public consciousness. The World Bank
has established an eight member Europe and Cen-

tral Asia NonGovernmental Organization Work-
ing Group to improve the cross-fertilization of
ideas from civil society. The Group meets peri-
odically to discuss regional issues such as pov-
erty alleviation, good governance and
anticorruption, and nongovernmental organiza-

tion capacity building.

Freedom of Information

Providing information for public debate is but one
way that the World Bank tries to expand citizen
voice. Through policy dialogue and lending op-
erations, the World Bank also supports the de-
velopment of freedom of information regimes,
opening most government activities and decisions
to public scrutiny. Indeed, the availability of rel-
evant and timely information about the function-
ing of the public sector is an important
prerequisite for enabling civil society, the media
and the public to contribute to the policy
dialogue, participate in consultative processes and
oversee the performance of public sector entities.

In the Kyrgyz Republic, the World Bank is
using its lending to support the development of
a freedom of information law and the establish-
ment of public information centers. Toward the
goal of increasing civil society’s ability to moni-
tor the state, the World Bank’s program aims to
improve the transparency and responsiveness of

the public sector and enhance the ability of ex-
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ternal stakeholders to hold it accountable. While
the program includes components related to the
internal function of the public sector such as the
internal control environment, public procure-
ment, and external audit, it also emphasizes ex-
ternal restraints such as personal accountability
of political officials and civil servants, strength-
ened voice and participation through public ac-
cess to official information, and improvements
in the interaction between regulatory agencies
and business enterprises. Each of these interven-
tions strengthens accountability of leaders to the
public at large and affords civil society the tools
to help shed light on corrupt practices.

A single, clear and easy route of access to
information on laws, policies and news lowers
transaction costs for the population and increases
government credibility in the public’s eye. In
Latvia, the World Bank is providing grant financ-
ing to support the Government’s innovative ef-
forts to give greater voice to the people.
Recognizing the benefit of greater consultation
with the public over important policy decisions,
the Government is creating an internet-based
communication toolkit to inform citizens at an
early stage about new legislation in order to ob-
tain effective public feedback, as well as strength-
ening capacity to organize public hearings. These
initiatives, combined with the enhanced role of
citizen groups and nongovernmental organiza-

tions, will create greater transparency and give

voice to those affected by laws and government
actions. As it is more difficult to subvert pro-
cesses exposed to public scrutiny, such transpar-
ency also serves as an effective check against
corruption. To ensure that capacity constraints
do not hinder implementation of these impor-
tant laws, the World Bank supports the strength-
ening of capacity within ministries to meet the

public’s demand for information.

Community Driven Development

Perhaps the most fundamental way that the
World Bank tries to improve citizens’ voice in
the public arena is by supporting the exercise of
community control over decisions and resources
directed at poverty reduction and development,
an approach known as community driven devel-
opment. Founded in response to poor past expe-
rience with centralized decision making, this
approach affords communities greater control
over development programs.

The World Bank’s experience with commu-
nity driven development shows how the various
tools used in anticorruption efforts relate to each
other. Building meaningful community driven
development requires an enabling environment
marked by decentralized decision making and le-
gal institutions supporting community voice. The
World Bank, in striving to help create such an

enabling environment, is increasingly incorpo-



FIGURE 7

Access to Justice for the Poor in the Kyrgyz Republic

rating this approach into rural development, com-
munity works, micro-credit, and water projects
in Albania and Tajikistan, among others. In or-
der to learn from the experience to date in build-
ing voice through community driven
development, assessments are underway of the
experience in Central Asian economies and the
conditions under which the approach works well

in rural environments.

Institutional Restraints

The institutional design of the state can be an

important mechanism in checking corruption;
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in particular, the effective development of insti-
tutional restraints within the state, which is most
effectively achieved through some degree of sepa-
ration of powers and the establishment of cross-
cutting oversight responsibilities among state
institutions. Effective constraints by state insti-
tutions on each other can diminish opportuni-
ties for the abuse of power and penalize abusers
when they are discovered. An independent and
impartial judiciary is often the most important
constraint, as the existence of genuine legal re-
course underpins the credibility of other institu-
tions of the state because it allows these
institutions to be credibly challenged when nec-

essary.

Judicial Reform

Among the many challenges facing reformers in
the former Soviet Union and Eastern Europe is
that of establishing the rule of law and indepen-
dence of the judiciary, a challenge made all the
more difficult by the region’s widespread corrup-
tion in court systems. Indeed, the prevalence of
unofficial payments in some countries makes jus-
tice less accessible for the poor, as illustrated in
Figure 7. The World Bank provides both ana-
lytical and lending services to support the devel-
opment of an independent and impartial judiciary.
For example, the Slovak Government and Slo-
vak Association of Judges asked the World Bank
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to collaborate on a detailed assessment of weak-
nesses in the country’s justice system that are
contributing to inefficiency and corruption. The
judicial assessment employed an economic analy-
sis of the incentives faced by various players in
the justice system, including private lawyers. It
also drew attention to the systemic management
issues in the justice sector which were fostering
inefficiency and corruption and to the impact of
key elements of the legal service market on ac-
cess to justice and on corruption. The study sug-
gested that underperformance of the courts—the
main reason for corruption in the justice sector—
should be countered by strengthening macro and
micro-level management systems in the judiciary
while the Government takes action to reduce in-
centives and opportunities for rent-seeking be-
havior by lawyers.

In Armenia, a country which also faces the
formidable challenge of rebuilding after a severe
earthquake, the challenges of reforming the ju-
diciary are magnified. The World Bank is help-
ing to finance the reconstruction of the basic
infrastructure for providing access to justice, both
through physical means, as with construction of
courthouses, and institutional ones, with the in-
troduction of modern court administration, case
management and judicial training. This approach
to justice reform also emphasizes the creation of
a legal information database, making decisions

more transparent, and a public awareness cam-

paign to inform people of their rights and raise
the credibility of justice reform.

Implementing the needed judicial reforms
often requires considerable financial assistance,
and the World Bank is also active in this area,
providing investment and technical assistance
financing focused on legal and judicial reforms
in Albania, Croatia, Georgia, the Slovak Repub-

lic, Romania and Russia, among others.

Money Laundering

The gains from corruption are constrained the
more difficult it becomes to conceal them, and
for this reason money laundering and corruption
go hand in hand. Institutional restraints on
money laundering have a clear role to play in
reducing corruption. Following the events of Sep-
tember 11, 2001, the imperative of reducing laun-
dering of funds became even more acute and is
now a priority among many countries in Europe
and Central Asia. The World Bank, together with
the International Monetary Fund and other in-
ternational organizations, arranged an interna-
tional conference on this important issue in
Moscow, which, due to its success and utility as
reported by participants, is being replicated in
all other regions. The primary purpose of this
conference, which was attended by representa-
tives of 20 countries from Europe and Central

Asia, was to show participants how international



Conflicts of Interests in Bosnia and Herzegovina
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standards are implemented in a variety of coun-
tries and to provide examples of best practices
drawn from developing countries which have re-
cently achieved global standards. The conference
covered essential issues such as the creation of
Financial Intelligence Units, development of sup-
porting legislation and enforcement structures,
regulatory and supervisory practices, and cross-

border cooperation.

Public Accountability

Reducing corruption in a sustainable way requires

that the leadership be accountable to the people.
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Public accountability refers to the constraints
placed on the behavior of public officials by or-
ganizations and constituencies with the power
to apply sanctions on them. As political account-
ability increases, the costs to public officials of
taking decisions that benefit their private inter-
ests at the expense of the broader public interest

also increase.

Conflict of Interest

Accountability rests largely on the effectiveness
of the sanctions and the capacity of accountability
institutions to monitor the actions, decisions, and
private interests of public officials. Transparency
via public scrutiny has proven to be one of the
most powerful tools for monitoring public offi-
cials. Such transparency can be fostered by a
number of measures, including opening sessions
of the parliament, government, and the courts
to the public, registering lobbyists’ activities, and
publishing the voting records of parliamentar-
ians, annual reports of government bodies, trial
records, and judges’ decisions. Among these, ef-
fective laws on disclosure of potential conflicts
of interest, including the gifts and other benefits
received from private sources, are particularly
lacking throughout the region. In some coun-
tries, public officials actively maintain their pri-
vate businesses even while in office, as illustrated

in Figure 8. To be fully effective, however, such
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laws need oversight and implementation bod-
ies. Public access to information on the interests
of high public officials, as found in Latvia, can
reinforce the impact. The World Bank strives to
support initiatives in Europe and Central Asia
to make high level officials accountable through
the development of conflict of interest regimes
and open disclosure of income and assets. Such
programs are currently being implemented in sev-
eral countries, including Russia, Albania, Latvia,
and the Kyrgyz Republic. While such openness
helps to uncover corrupt acts and may dissuade
their being committed in the first place, an
equally important result is that it helps restore

the public’s trust in its elected leaders.

Open Media

A functioning and independent media, long seen
as central to democracy, is increasingly under-
stood to be equally vital to economic develop-
ment. The media serves as a conduit and filter
of information for society and can be an essen-
tial ally in keeping the public aware of anticor-
ruption efforts and the role the public itself can
play in exposing corruption. A free and inde-
pendent media can expose corruption directly
in both government and the corporate sector,
providing voice for the people and helping build
a public consensus to bring about change. How-

ever, the press’ success in helping fight corrup-

tion to reduce poverty and
boost economic development
in poor countries depends on
its independence, its quality
and its ability to reach a wide
audience. In support of these
ideas, the World Bank Institute
produced in 2002 a path break-
ing study, The Right to Tell: The

Role of Mass Media in Economic

Development, including essays
by Nobel Prize winning authors in both econom-
ics and literature.

In many countries of Europe and Central
Asia, where state control over the media was
absolute under the former system, the develop-
ment of a free media has been a remarkable suc-
cess, while in other countries, state control
remains strong. Even in countries where the me-
dia is relatively free, however, the capacity of jour-
nalists to conduct serious investigations requires
focused training. For this reason, the World Bank
Institute has offered training programs in inves-
tigative journalism over the last five years. These
courses have been delivered to reporters and edi-
tors in some fifty countries, among which many
were from Europe and Central Asia. The World
Bank Institute has an ongoing program in Rus-
sia that aims to strengthen the management, and
thereby the economic viability, of independent

media organizations. The Institute is also col-
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laborating with partner organizations to develop
programs on media interaction with parliaments,
access to information, and media self-regulation
and ethics, all essential elements of civil society
participation in anticorruption. The media can
be a powerful partner in disseminating informa-
tion about anticorruption  programs, as illus-

trated in Figure 9.

Legislative Oversight

Legislatures can play a vital role as a bridge be-

tween state and civil society by carrying out leg-
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islative oversight and representative functions
and strengthening accountability, transparency
and participation. Moreover, legislatures set the
example of integrity for the population and have
the potential for holding the government ac-
countable for its actions. Although governance
systems are usually state-centered and executive-
dominated, parliamentary leadership is possible.
Legislatures can provide essential oversight on
the executive by making transparent the use of
public funds and by cooperating with supreme
audit institutions, which examine the activities
of the executive and report directly back to the
legislature. In Europe and Central Asia, where
the legacy is one of political monopoly and a
strong executive, weaknesses in legislative over-
sight, especially early in the transition, have re-
laxed a potentially important institutional
restraint on corruption. In cooperation with other
donors the World Bank supports the strength-
ening of supreme audit institutions as a means
of legislative oversight in several countries such
as Turkey and Albania.

Legislatures provide the strongest leadership
when they demonstrate their commitment to
fighting corruption by, for example, public dis-
closure and transparency of their own financing,
income and assets, their votes in parliament, and
their sources and amounts of political party fi-
nance. The World Bank programs in several

countries in Europe and Central Asia emphasize
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this leadership role, supporting initiatives to in-
troduce meaningful declarations of income and
assets for legislators, as well as improving the
transparency of the processes by which laws are
created. Such initiatives are important compo-
nents of the World Bank governance program
in Latvia and Romania.

The World Bank Institute has developed a
program for legislatures that aims to assist them
in playing their constitutionally designated role
in the governance process. The program empha-
sizes strengthening the capacity of legislatures
to oversee the allocation and use of public funds,
helping legislatures better represent the interests
of the poor in the policy process, maintaining
legislative learning networks on key policy is-
sues related to development, and supporting and
facilitating leading research on the role of legis-

latures.

Understanding the Political Economy
of Reforms

The first ten years of transition have demon-
strated that despite the fact that economic re-
forms bring clear benefits, a country’s political
environment may make the government reluc-
tant to adopt them. A major study from 2001,
Transition—The First Ten Years, provides a
political economy retrospective of the first

decade of transition and surveys the policy and

institutional challenges that
remain. By focusing on the
conditions that encouraged
the growth of new firms while
imposing financial discipline
on old firms inherited from
the socialist past, the report
provides insights into the
ways that different political

systems influence the configu-

ration and choices of the win-

ners and losers of reform. Concentration of
economic power and the prevalence of state
capture, both hallmarks of the first ten years of
transition in many countries, are closely linked
to the political systems that emerged during that

decade.

Competitive Private Sector

The transition period has witnessed a rapid con-
centration of economic power in the hands of a
few, while strong remnants of the state’s capac-
ity to intervene in the economy, inherited from
the previous command system, may have sur-
vived. In some countries the privatization pro-
cess has been susceptible to manipulation by
powerful state actors, enabling them to gain con-
trol of substantial parts of the economy. Monopo-
lies were often privatized in the absence of

established regulatory frameworks. The rapid con-



centration of economic power was reinforced by
corruptly assigned subsidies and guarantees, by
the oppressive application of start-up rules and
by inspections that disproportionately penalized
small businesses. Unclear ownership structures
often masked manipulation by powerful economic
and state interests. This combination of concen-
trated economic power and bureaucratic control
created a receptive environment for state cap-
ture and administrative corruption.

One of the key ideas driving the early stages
of transition was the hope that the creation of a
new generation of market entrepreneurs would
generate the political demand for institutions to
support the effective functioning of market
economies, especially institutions that foster the
rule of law and promote good governance. Yet
in many countries in the region, this has not yet
been achieved.

The dynamics of state capture can prevent
essential institutional reforms from taking root.
Competition enhancing strategies, such as the
competitive restructuring of monopolies, the pro-
motion of small and medium enterprises, and the
easing of restrictions on market entry can have
a powerful impact on the demand side for insti-
tutional change. Through its lending activities
and policy advice in concentrated sectors such
as infrastructure and power, the World Bank
strives to enhance transparency and accountabil-

ity and effectively constrain market power.

Infrastructure and Power

Much World Bank lending is not primarily aimed
at reducing corruption, per se, but at other ac-
tivities essential for development such as build-
ing infrastructure. While governance may not
be the primary objective in these activities, the
themes of transparency, accountability and voice
still apply, such as in the power industry where
the World Bank supports the development of a
transparent and predictable regulatory frame-
work. Similarly, in cases where transport subsi-
dies are needed to ensure that essential transport
services remain affordable for the poor, the World
Bank works to ensure that they are allocated in
a transparent manner. Market structure is also a
central concern in these sectors, with
demonopolization a key goal. Establishing liber-
alized and transparent markets for infrastructure
and energy services helps control the concen-
tration of economic power that brings about state
capture. The World Bank’s program in Turkey
provides examples of many of these activities.
The establishment of regulatory boards and mar-
ket reforms for energy and telecommunications

have been important milestones for transparency.

Regulatory Environment

A healthy and growing private sector is shaped
not only by the market in which it operates, but

25



26

also by the regulatory and administrative atmo-
sphere. Intervention in the form of regulations
is anormal and essential method for implement-
ing public policies and protecting citizen inter-
ests. When regulation is excessive or arbitrary,
however, the costs may impede innovation and
create barriers to trade, investment, and private
sector growth. In countries suffering under de-
structive regulatory systems, officials are largely
unrestrained in the regulations they elect to im-
pose and operate with relative impunity in their
enforcement actions. Such systems often act as
incubators of corruption and work to destroy the
possibility of economic growth.

The World Bank has been working actively
in promoting an effective interface between the
public and private sectors in Europe and Cen-
tral Asia. Inspection bodies in many countries,
for example, have made little effort to create clar-
ity and consistency in their enforcement proce-
dures, leading to opportunities for corruption.
Private parties often do not know how to com-
ply with their legal obligations and have strong
motivation to avoid them either by operating un-
officially or by paying bribes. In Latvia, the World
Bank has supported systematic reforms such as
the introduction of clear and consistent rules for
regulatory bodies, an appeals system, and mecha-
nisms to prevent fines from being collected on
the spot by public officials. In the Kyrgyz Re-

public, the focus is on regulation, such as licenses,

permits and certifications, and how these affect
the business environment. As such, the World
Bank is supporting a system which will assess the
market impact of regulations before their adop-
tion. This regulatory impact analysis is intended
to ensure that the benefits of government ac-
tion justify the costs and that the option chosen
maximizes benefits. A requirement for such an
analysis prior to submission of regulatory acts for
such things as licenses will require policymakers
to justify their intention in regulating certain
areas of activity. Transparent licensing require-
ments and up-to-date licensing and regulatory
regimes reduce both the time and financial bur-
dens on entrepreneurs when dealing with public
officials, decreasing the incentive to avoid com-

pliance by paying bribes.

Corporate Governance

In many transition countries the legacy of the
privatization process is a corporate sector domi-
nated by large industrial groups, where tight con-
trol of financial channels and easy access to
government officials are key factors in the suc-
cess of business activity. Corporate governance
is critical in encouraging a vibrant, competitive
private sector. The World Bank’s Corporate Gov-
ernance Assessments examine the legal, regula-
tory and business framework in which the private

sector operates. The assessments review the laws



and regulations related to corporate governance,
regulatory institutions responsible for enforcing
the laws and regulations, and common business
practices that may ensure full compliance with
the laws or alternatively may encourage disre-
gard for the legal framework. The World Bank
also supports the voice of the business commu-
nity in matters of corporate governance. In Tur-
key, for example, the World Bank has supported
the creation of a business association for precisely

this purpose.

Challenges Ahead

Though governance concerns are integrated into
many World Bank initiatives, mechanisms to
monitor government performance in this area are
only beginning to emerge. There is increasing
demand from counterparts to move to a system
of regularized monitoring over time of specific
aspects of government performance and vulner-
ability to corruption and state capture. Effective
monitoring requires a set of flexible instruments,
including surveys, ratings and review mecha-
nisms, that can be tailored to the particular chal-
lenges of monitoring the direction and extent of
change resulting from anticorruption measures
implemented. Moreover, tools are required to
track specific anticorruption goals set out in
World Bank loans. Such monitoring instruments

will help to mainstream accountability mecha-

nisms into World Bank activities aimed at en-
hancing governance and reducing corruption.
The World Bank has begun to implement a
set of governance monitoring tools that can be
tailored to address specific bottlenecks. They can
be used by governments to monitor implemen-
tation of policies at various levels of the bureau-
cracy, by civil society groups and business
associations to increase government accountabil-
ity, and by everyone to assess change in desired
outcomes as a result of government policy com-
mitments. Plans for the implementation of such
governance monitoring tools are underway in a
number of countries in Europe and Central Asia.
In Russia, an independent system has been de-
veloped to monitor implementation of a recently
enacted deregulation program through periodic
interviews of firms across the country. In Latvia,
a system is being put in place for judicial moni-
toring. In Ukraine, it is planned to expand the
People’s Voice Program,!” an innovative civil so-
ciety effort to monitor municipal government
performance to include public procurement
monitoring. In Albania, the World Bank is
supporting the municipality of Tirana with the

development of scorecards to evaluate the qual-

17 The People’s Voice Program is funded jointly by
the World Bank and the Canadian International De-

velopment Agency.
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ity of selected municipal services. Governance
scorecards are being developed to track gov-
ernment performance across the Stability Pact
countries. A set of governance performance
monitoring indicators, which will allow progress
to be tracked regarding the size, composition and
characteristics of the public sector, have already
been developed for Albania and are under de-
velopment with the Governments of Bulgaria and
Ukraine.

An important effort to develop consistent
indicators of governance has been the Business
Environment and Enterprise Performance Sur-
vey developed jointly by the World Bank and
the European Bank for Reconstruction and De-
velopment. The original 1999 survey explored a
wide range of interactions between firms and the
state and formed the basis for Anticorruption in
Transition. A second Business Environment and
Enterprise Performance Survey was undertaken
in 2002, again in cooperation with the European

Bank for Reconstruction and Development. The

new survey expanded coverage with two addi-
tional countries, and the overall sample size in-
creased to 6,000. This survey will form the basis
for a follow-on report to Anticorruption in Tran-
sition, to be released in the summer of 2003. The
new study explores the drivers of change in the
levels and forms of corruption in Europe and Cen-
tral Asia.

Although the World Bank has come a long
way in seeking approaches and techniques to deal
with corruption, the battle for transparency, ac-
countability, and voice is still in its early stages.
Even in OECD countries, corruption poses a per-
sistent threat, one which requires continuous re-
evaluation of the institutional arrangements that
may support or hinder it. In cooperation with
partners in government, civil society and other
donors, the World Bank will continue to inte-
grate the themes of transparency, accountability
and voice into its activities and do its part to
help control the scourge of corruption in Europe

and Central Asia.



Further Information

Further information on the World Bank’s pro-
grams to help countries combat corruption can

be found at the following sites on the internet:

0 Public Sector and Governance in Europe
and Central Asia:
http://www.worldbank.org/eca/

governance

0 Europe and Central Asia Homepage:
http://www.worldbank.org/eca

0 World Bank Institute Homepage:
http://www.worldbank.org/wbi/

governance

0 Public Sector Homepage:
http://www1.worldbank.org/

publicsector

The World Bank is committed to investi-
gating and following up on allegations of cor-
ruption related to its own activities. To report
allegations of fraud and corruption within the
World Bank Group or in connection with Bank
Group-financed projects, call the hotline, which
is operated 24 hours per day, seven days a week,
by an outside firm of trained specialists in order
to ensure anonymity of the caller. Interpreters
are available upon request. The toll-free num-
ber is 1-800-831-0463. For more information,
including alternative methods of reporting alle-
gations of fraud and corruption, visit the website

of the World Bank’s Investigations Unit:

http://wbln0018.worldbank.org/acfiu/

acfiuweb.nsf/
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