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Introduction:

The emergence of globalization has had many positive affects throughout the world, however a direct result of globalization has been the increase of corruption.  The focus of this paper is to illustrate the main aspects, causes and challenges of corruption and accountability in the international arena. To gain a better understanding of the scope of corruption and accountability it will provide definitions and examples to demonstrate its widespread affect on the world.   Finally and most importantly it will analyze what can be done to eradicate corruption and the importance of the international community and good governance to accomplish this.  It will address the formulation of corruption, and the importance of establishing good governance, accountability, and effective institutions to combat corruption. 

Definitions:

Corruption

There are various distinctions in the meanings of corruption due to the existence of various cultural differences.  Cultural differences make it difficult to distinguish “ acceptable” or “unacceptable” activities like trading favors, gift giving, and using contact systems.  However this paper will address the following definitions of corruption. Corruption is the distortion of the distribution of resources.  In regards to states it is a distortion in the allocation of resources by the government in which public power and resources are abused for private benefit. Corruption diverts scarce resources from development, thereby denying citizens access to basic public goods and services
. 

[image: image1.wmf]Corruption is a direct result of an illegal, immoral action occurring within the management of the state and government.  The state has the ultimate responsibility to provide and protect services and goods to its citizens, however the lack of management within the state results in corruption.  Instead of government institutions governing and providing for citizens are services and goods are being used for the enrichment of a select group. 

Corruption is global and occurs both within the developing and developed worlds, however it takes place in different forms. In general the following forms of corruption can occur in both in developing and developed countries:

· Bribery, an incentive offered to someone usually in the form of money or gifts to either perform or refrain from performing an action, to benefit criminal activities. 

· Tax evasion, taking advantage of regulations in the law

· Nepotism, occurs when friends, family and certain individuals receive privileged treatment in businesses, contracts or access to political leaders

· Subsidies, financial support such as political campaign donations that increase access to power, politicians which impacts laws and legislation 

Accountability
Accountability is a responsibility of governments, officials and corporations in which they conduct their activities. Public accountability consists of the practices and approaches used by governments to ensure that public services and goods are properly distributed throughout society.  Corruption and accountability are interrelated as the latter controls the former.  Corruption is further facilitated when the government and corporations do not regulate laws.

Accountability addresses the issues of both who holds office and the nature of those in office. It consists of mechanisms for holding officers accountable as between branches of government; intraorganizational, between supervisors and subordinates; and extra organizational as when and organization answer directly to its customers or stakeholders.  Accountability also requires the access of information, stakeholders who are able to organize and establish rule of law.
   

Accountability further extends to the private sector, civil service and decision-makers within the government, which are all accountable to the public.  It is the requirement that officials respond to stakeholders on the disposal of their powers and duties, and act on criticisms or requirements made of them

Economic Causes of Corruption

Corruption is at most a failure of the government. Much public corruption can be traced to government intervention in the economy. The state intervenes in the economy to provide a frameworks for activities, however where government regulations are pervasive, and individuals are able to circumvent rules and laws, corruption arises.  The following policy sources of corruption exist and must be identified to bring corruption under control.   

Trade restrictions are an example of government-induced rents.  When certain imported goods are subject to quantitative restrictions, the necessary import licenses become valuable and importers consider bribing officials who control the issue.  In addition, protecting a home industry   from foreign competition through tariffs formulates a monopoly for the local industry.  Local manufactures will then lobby for the maintenance of these tariffs, causing some to corrupt officials to keep the monopoly going.  However, studies indicate that a very open economy is associated with lower corruption. Countries tend to be less corrupt when their trade is free of government restrictions that corrupt officials can abuse.  

Further examples of corruption related to government policies include subsidies and price controls.  Government subsidies constitute a source of payment.  Studies have illustrated that corruption can be fostered under policies that allow poorly targeted subsidies to be appropriated by firms they are not intended for.  More subsidies result in a higher the corruption index.  Price controls whose purpose is to lower the price of a good below the market price, creates corruption. Incentives for individuals and groups are created to bribes officials to maintain the flow of such goods or to gain access to an unfair share at the below market price. 

As illustrated, corruption is at most a response to government failure. 
 A governments’ failure to impose proper regulations directly impacts the level of corruption in the country. Although the role of the state is to promote and protect economic development it also contributes to economic corruption.  
 Corruption and the State

The state intervenes in the economy to provide a concrete framework for economic and social activities.  The role of the state is to provide its citizens with protection and public goods and services.  To accomplish this it enforces laws, establishes property and personal rights, provides police protection and governs private transactions such as contracts and firm organization.  However the state may also repress the economy and society.  It can restrict the behavior of individuals, disadvantaging their ability to access resources and advance in society.   Top officials may organize the state to benefit them.  Both private individuals and public agents may seek to benefit personally from their privileged positions in society.  States manage the distribution of resources and benefits, which are controlled by agents in power.  As a result private individuals and firms who desire favorable treatment try to bribe these agents.   

Although the role of the state is to promote economic development it also contributes to economic corruption.  States manage the distribution of benefits and impose costs, which are controlled by powerful, private agents. Where government regulations are pervasive, government officials have the discretion to apply them, however bribes are often offered to circumvent rules.  Sadly enough officials often are tempted to accept these bribes.  

Payments are corrupt when they are illegally made to public officials.  The most important situations in which corruption can dictate who benefits and bears the direct cost of political, judicial and bureaucratic actions are connected to the result of bribes. 

· Bribes clear the market, in the sense the government may be charged with distributing a scarce benefit to many individuals and firms using legal criteria other than willingness to pay.  

· Bribes lower the cost of doing business.  Those involved in legal pursuits seek to reduce government-imposed cost, such as taxes, customs, duties or regulations.  Bribes are a way around restrictive rules. 

· Bribery of politicians buys influence and bribes by agents with the end goal of obtaining a benefit or avoiding a cost.  Bribes can substitute for legal forms of political influence and politicians may pay and receive bribes and illegal contributions.

· Bribes transfer monopoly rents to private investors with a share going to corrupted officials.  Governments frequently transfer large financial benefits to private firms through procurement contracts.

· Police corruption usually occurs in forms of bribing officers with money and favors for that their enforcement will benefit criminal activities.

One significant issue of corruption that exists is in the authority within state structures.  These structures such as police, military, and courts are responsible for authorizing control over corruption. However what happens if they are themselves are involved in corrupt activities, which then will have the authority to convict them?  In a formal sense the institutions responsible for controlling corruption have their authority located in the state.  In this respect the state plays an essential role in the formulation of corruption through its monopoly to control these institutions. 

Consequences of Corruption

It is evident that corruption slows economic growth through many channels. Corruption significantly restricts investment, which directly hinders economic growth.  The globalization of economic development is directly associated to corruption.  Competitiveness in the world economy has increased the concern of corruption in the international policy agenda.  New research and evidence has shown its negative economic effects on investment and growth in addition to its consequences in democratic policies by distorting policies and weakening civil society.
  By delaying, distorting and diverting economic development, corruption helps kept the poor people poor.  This is illustrated when political figures divert, aid investment and capital to offshore banks accounts.  In can also be seen when political processes are put up for rent due process and basic economic rights are endangered, causing investors to seek elsewhere.  As a result benefits flow to the few, while the costs are extracted from society at large.

Corruption in the market only pre-empts open and just competition in political and economic realms. Instead of easing adaptation, it frequently helps entrenched interests to resist needed changes.  The result is politics and markets that do not bend in changing times but break.
 To combat this it is important to engage and change the market, to decrease the attraction of commercial enterprises to foster corrupt activities.  

Corruption is an equity problem of its’ own and contributes to other problems. It requires scarce resources (money, access, expertise) which benefits the “haves” at the expense the “have-nots” not only by diverting resources and benefits, but also by circumventing the guarantees designed to protect ordinary citizens.
 Corruption weakens institutions and prevents fair and open competition in political and economic realms.   It is further embedded in equity problems connected to globalization where wealth and power meet, as illustrated by its connection to corrupt powerful leaders where decisions are made that shape whole societies.  For many citizens, markets have meant increased poverty and insecurity, which ineffective political leadership and “insiders” that are always at the advantage. P6- long lext  
Correlation of Poverty and Corruption

Poverty exists individuals cannot meet their basic rights including food, medical care, access to clean water and government services.  It is also not having access to information, or not knowing one’s rights.  Poverty is a direct result of inequitable distribution of assets and lack of access to resources such as education, land and credit.
 Corruption greatly impacts individuals in developing countries, where resources are limited.  Although the world as illustrated decades of economic growth, much of the world still lives in dire poverty.  Globalization has brought about rapid economic developments, however economic growth has been unevenly distributed, as wealthy nations have grown richer, and developing nations continue to live in dire poverty.  Studies show that 20% of the richest individuals are consuming 86% of resources and have 90% of global wealth.  

The costs of neglecting the rapidly growing international social and economic gaps will result in additional corruption, environmental disasters and lack of economic growth. A senior official of the IMF acknowledged, “Growing inequality poses the greatest risk to the future of the global economy. If the majority of the world’s population is increasingly marginalized and economically disenfranchised, then globalization will fail.
 Therefore, it is imperative for the global economy to decrease poverty and enhance economic and human development addressing corruption, which negatively influences this. 

Corruption directly plays a role in poverty, by influencing how goods and services are distributed to the poor.  Often as a result of corruption these goods and services do not reach those for whom they are intended.  Corruption plays a distinct role in developing and developed countries in which it distorts the allocation of goods and services.  The impact of corruption varies between the developed and developing countries as political and economic conditions vastly differ, however it is evident that the poor are being disportionally hindered with in the nations wealth. Corruption and poverty are interrelated, therefore it is imperative that corruption is eliminated to improve the life of people in particular the poor and impoverished.  
The Costs of Corruption for Economic Development and Poverty Reduction


As indicated corruption exists in many forms and can distort the allocation of goods and services, provided by the government. 
Corruption in Developing Countries

As corruption and lack of accountability in governments affects all countries, they are critical problems in developing countries where public resources are scarce and corruption hinders growth and development. Corruption causes pain and suffering in developing countries where a limited amount of resources already exist and are often being used to benefit the elite and powerful individuals.  Corruption in developing countries usually occurs in two forms, high-level officials and their connections to corporations and the second form is how the government operates in regards to customs, tax collection and payment and licenses. 

· The corruption of high-level officials includes foreign and local corporations that pay bribes to facilitate their work or to receive benefits such as licenses, procurement bids and major construction projects.  The services provided by these corporations are often substandard in order to make their profit margin.  Also, being that the corporation is working in a corrupt environment it does not meet all the agreements of contracts and is able to bribe officials such as inspectors who observe and monitor the quality of the project. 

· In addition the corrupt behavior of high-level officials directly impact the poor and impoverished within the country.  Corrupt activities increase poverty and vulnerability in developing countries because limited resources of the state are being used in areas such as construction instead of health, education and development. 

· In the second type of corruption, taxpayer’s funds that enable the government to operate are being used corruptly in basic activities such as customs, tax collection, and provision of licenses.  The taxpayers at the same time must bribe officials to receive services and good that they are entitled to. The poor are the weakest and poorest in society and therefore often are unable to pay bribes. Therefore they are unable to benefit from services in society.  These practices erode the rule of law and corruption occurs frequently due to the lack of accountability in developing countries.  This further contributes to the vicious cycle of poverty and corruption. 

Corruption in Developed Countries

Democracies and industrialized countries have corruption too.  Although it will less likely impact the entire system, it falls heavily on the poor.  

It is important to note that corruption in democratic societies is at least partially restrained by institutions (formal and informal), political elections and law enforcement.  However, although it is partially restrained it does occur usually in the forms of political party donations, campaign financing, legislative corruption, and financial institutions.  Corruption is demonstrated in the following contexts in the developed world:

· In regards to political party donations, contributions to political parties facilitate the donor’s access to elected officials which influence legislative polices.

· Similarly, legislative corruption exists through lobbying by interest groups to directly influence policy through elected officials.  The lobbyists aim to establish contacts with elected officials to formulate legislations to their own interest.

· Industrial countries have been more involved in procurement scandals.  Large businesses and high-level officials often use corrupt payments to win major contracts.  For example, in Germany bribes were paid in to win contracts worth 2.5 billion DM to build terminal 2 at Frankfurt.  According to prosecutors, corruption led to an increase in prices of about 20-30%.   

· The principle motivation for commercialized societies is profit.   Globalization has increased efforts to access international commercial trade transactions. International commercial trade transactions create an issue when foreign public officers are given bribes to facilitate transactions or import/export licenses.  As a result this can inflate the cost of the contract to cover the expense of the bribery.  

· Another form of corruption occurs in financial institutions.  This is demonstrated by the recent examples in the United States, by Tyco and Enron. Corruption exists within financial institutions when major industries utilize the services of lobbyists and also donate to officials to influence laws, which are beneficial to the financial institution. Corruption further exists when individuals evade taxes through offshore accounts.  This occurs frequently even though bankers, lawyer’s ands investors are aware of its illegality. As a result this hinders integrity in banking and the nation, further defeating the purpose of economic globalization to improve the world.  Therefore it is essential to have concrete institutions to implement stronger regulations.  Any nation whose laws allow the provision of elusive financial services enables corruption to occur. In regards to investing funds off shore, the nation from which the funds originated is denied taxation resources.  Theoretically, these resources could have been allocated to local poverty alleviation projects and services. 

Importance of Institutions and Decentralization

An institution in an organization or group of related organizations related to serve a specific purpose.  Institution building is the creation, development and linkage of creation functions to accomplish specific task within institutions.
 Corruption is both a cause and effect of weak, unaccountable institutions.  Therefore a broad-based knowledge of corruption is essential to establish accountable, equitable institutions.  It is imperative to establish efficient and effective, institutions to provide for all members of society.  Private and public institutions are imperative to combating corruption. 

Effective institutions are imperative to understand and the complexity of corruption and its causes; to implement strategies for preventing corruption in public, private and voluntary sectors; and to understand the relationship between anti-corruption reforms and governance.   Institutional links and paths between politics and the economy are just as essential as rules and boundaries.  They facilitate accountability between states and of bureaucratic to elected officials.  The task of creating and maintaining rules of access between politicians and economic realms is a difficult, however where they do not exist, they will be created corruptly.  

Decentralization is the general term for a transfer of authority and/or responsibility from the top management of an organization or the central government to lower level units or the private sector. Decentralization empowers institutions to design innovative systems for preventing corruption and increasing accountability.  Democracies should be decentralized to account for all individuals in society.   Successful market democracies enjoy competitive participation in political and economic realms, but these processes are sustained and structured from excesses from sound institutions. Corruption by contrast weakens institutions and pre-empts fair and opens competition in both political and economic realms. 
 Therefore it is further imperative to establish essential foundations, to protect the market from being exploited by corrupt individuals.
International efforts 


International efforts are imperative to eradicating corruption. Global challenges require solutions from the global community.  This ultimately requires cooperation from the international community to address the issues connected to corruption and establish solutions. Global action is needed and polices must be implemented in developed and developing countries. The UN has realized the impact that corruption has on social and economic corruption, and has adopted several polices to combat all forms of corruption.  For example the UNDP and other aid organizations have incorporated reform financial management as part of eliminating corruption in developing countries.  The UNDP complements controlling corruption, in its ongoing work that emphasizes improved governance as a condition for sustainable development.  UNDP as become increasingly interested is corruption as part of the works of its Management Development and Governance Division.
 This project works to reduce mal-functioning in the government by helping countries to reform their institutional structures.  Promoting good governance is a key part of its projects in its positive effects to deter corruption. 

The European Union has adopted a Protocol on Corruption, which has significantly impacted the countries of Central and Southeast Europe, in their accession to the Union.  In addition the Council of Europe has established a multidisciplinary group to deal with corruption and party funding.

In addition the international business community is beginning to recognize the costs of corruption on global investment. The international community is making efforts to make it more difficult for corrupt rulers to hide their illegal profits.  Efforts to eliminate money laundering are a useful method to make corruption more difficult.  The main international body involved in controlling money laundering is the Financial Task Force, established in 1989, which includes representatives from OCED, the Gulf States, Hong Kong, Singapore and the European Commission.
  Current activity includes multinational efforts, especially the Organization for Economic Co-operation and Development (OECD) and the Organization for American states (OAS) to constrain corruption by the business community to promulgate voluntary codes of conduct. 

Nongovernmental organizations, (NGO’s) play a major role in combating corruption as they represent civil society, and raise public awareness on corruption. They play an important role in informing individuals of the potential abuse of power by public officials and politicians.  Since NGO’s are local they work closely with communities on policies to combat corruption, using the most convenient means available. 

Solutions to eliminating corruption

Whereas corruption is related to government, it expands beyond local exchanges into international relations. Political exchanges have internationalized and symbolic exchanges tend to globalize which has resulted in globalized corruption.    Therefore global challenges require responses from the global community.  Commitment from all nations and corporations are necessary to fight corruption in developed and developing countries.  Repression alone will not eliminate corruption in developed and developing countries.  Therefore deterrent strategies must be supported by administrative systems.   Ideally, responsibility and the right mixture of administrative reforms from governments, public and private sector can improve integrity and decrease corruption throughout the world, such as in:

 Developed countries: 

· Should encourage transparency, in which political donations should be anonymous
· Citizens should be informed of corrupt political officials and corporations involved in corrupt activities.
· Effective crime control directed against corruption should focus on bribery, the participants (corporations, individuals, and the structures (discretion and authority)
· Public exposure of the individuals involved in corrupt activities through criminal investigation and prosecuting
·  Anyone accused of corruption should be given the same legal rights and accountable to the legal punishment
In developing countries governance ultimately needs to be improved.

· Democracy should be decentralized to empower citizens, in particular the poor and impoverished. 
· Institutions must be strengthened to introduce institutions. 
· Administrations and legislative associations must be established to empower and educate citizens
· Efficient programs are needed to eliminate bribery 
· Freedom of the media and journalists are essential to aware the public of corrupt activities. 
· Politicians and public official should disclose their actions. 
Good governance
Good governance is a key solution to ending corruption.  It is imperative to first define what governance is to fully understand why it is so important to combat corruption.  Governance includes three main aspects, the economic, political and administrative.  In order for an efficient government is be have good governance.  Good governance embraces methods and provides a framework for societies to be governed properly.  To achieve this it addresses the allocation and management of resources to respond to collective problems, by making its resources equitable. It includes participation, rule of law, transparency, rules of law, equity, and accountability.   Participation, constitutes that all men and women have an equal right in decision-making, directly or through institutions that represent their interests.  Rule of law, consisting of legal frameworks which should be fair and enforced in consistent with the laws of human rights, and transparency which is the free flow of information.  Transparent systems have clear procedures for decision-making and open channels of communication between officials. In addition, human development cannot be achieved without good governance, and good governance cannot exist without human development.
  Therefore good governance should be a primary means for eradicating poverty.  

The core issues of corruption and governance are the way in which power is structured. Corruption occurs when power is abused for personal or elite groups.
  Corruption is a symptom of something going wrong in the management of pubic affairs or business deals.  Therefore the solution to fight corruption and global poverty is in reviewing the causes of corruption and working towards good governance.   Good governance is the “management of a country’s political, economic and administrative affairs at all levels.” Good governance benefits individuals, and institutions in the society by contributing to human development, economic circumstances, poverty reduction and decreasing corruption.   

The perceived absence of integrity and respect in governments leads to a failure in operating democratic institutions. Ultimately improving integrity and developing strategies to control corruption is essential to achieve accountability. 

Accountability


Improving integrity is essential to establishing accountability.  A system of accountability that will empower citizens and create more transparency will be more effective to eliminate corruption and poverty.  Accountability requires reforms that improve direct accountability of political officials to citizens, and the removal of any incentives to engage in corrupt activities.  Officials and individuals must be hold accountable for their corrupt actions. 


Institutions must be created which enable civil society to hold governments accountable to implement functioning judicial systems, effective investigation systems and prosecution bodies.  Corrupt activities and equivalent punishment must be reinforced.  In addition anti-corruption laws must be established and clear to limit inconsistencies.  Transparent systems in which individuals do not have arbitrary discretion coupled with checks and balances will help deter corruption. Furthermore accountability is essential to combating corruption.  Corruption and accountability are interrelated as the latter controls the former. Corruption is further facilitated when the government and corporations do not regulate laws, therefore the government must have means of holding individuals and businesses accountable for their illegal actions.

Conclusion

Corruption is the distortion of the distribution of resources, which benefits those in power.  Furthermore corruption is a symptom of something going wrong in the management of pubic affairs or business deals, affecting both developed and developing countries.

Although it occurs throughout the world, individuals in developing countries are severely impacted due to scarce materials and wealth being used for private gain, at the expense of the poor.  The process of globalization has opened the path for development and has created wealth for individuals, however these benefits have been unequally distributed.  The poor are left in dire poverty, which the rich and powerful are profiting.  This leads to the direct connection between poverty and corruption in which goods and services are unevenly distributed.  Needed resources fail to reach the impoverished, hindering their lifestyle and development. 

Corruption is a global challenge that requires global actions. We must first understand corruption as an equity and justice problem to understand the systemic causes and variations of corruption.  It is then imperative to build institutions that enable, protect and reward effective reforms while reducing  corruption.  This is where a key solution to eradicating corruption comes into play.  Good governance plays a key role in establishing concrete institutions and holding individuals and businesses accountable for their illegal actions.. Good governance comprises the complex institutions in which citizens articulate their decisions, mediate their differences and exercise their legal rights, by ensuring accountability, transparency, and distributing public resources evenly throughout society.   Finally as corruption transcends borders and affects the international arena, it is imperative for the global community to work together and formulate solutions to eradicate corruption. 
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