JANUARY/FEBRUARY 200D

THE MAGAZINE OF THE WORLD ECONOMIC FORUM

TEVELOPING IEAS
Wolfensohn, Sachs and
iMalloch Brown

THE ST ANKIETIES

Moises Naim on what
keeps us up at night

VORI IN PUOGRFSS
Robert Reich makes
sense of the Third Way

TR T06 2600
The new crop of Global
Aeaders forTomorrow "

Rosaheth Moss Kanter on how e-culture has shattered the laws of business




I announce o
o the marriage of their daughrer, s

| Oliviar A

7 to 7

h M Brian Fane

o o
Y Oetober sth 1999

L provided that his big

7 / web-enabled cusiomer relationshipy mandgement project
is completed on
b as was indicated in

the original proposal.

These days, staying e-savvy is the price of entry for doing business, If you're going to select

a company to help you for the long haul. you better fove them. Which leads vs, well, to us,

Whatever it takes, from Ideas to strategy to managing to intense hand-halding, we are alf ahout
comemitment. Te learn more about our company and what we do, telephone or visit our website.

Asia Pacific Eurcpe
852-2867-9883

Latin America
972-605-1422

Narth America

32-3-544-2000 800-566-9337

M andd M. Dk Brrdill

oived.

www.ade.com

| rldlink
wo In January/Felsruary 2000

Maxicopl 79

CEE p107 Hungary p301

0 oethy o

Egypt p203
india p165

Portugal (supplement)

Australie p231

Thalland p92

GRUNCT NORTHEDGE

Russia p261

Hong Kong p337

Key
Arearn o
eports i

Features

Forum meetings.

i ——
THE EMPEROR'S NEW

CLOTHES
107

" Francis Harris
Discantent is simmering in

vagtern Europe after a
decade of disappointments

———
NOW FOR THE HARD

PART

117
Misha Glenny

The Kosover war may have
been won by the west, bul
the real battle isn't over yet

CANADA RUSSIA
——— 185 261
TOP 200 GROWTH INDIA [ustin Pugsley Peter Boune, Simon Jofnasen
COMPANIES 165 Canada is at last stepping  ond Ted Kim
127 Charles Olivier out of the shadow of its Putin s riding a popularity
Thomas Doorley A new gevernment's powerful neighbour wave, but the economy is
What makes the top promises ~ will aclion lake going to need a lot of work
200 global growth over from thetoric?
campanies tick EGYPT

209 POLAND
——e——— MEXICO Charles Olivier 81
GLOBAL LEADERS 178 — Ampod of optimisin Ted Kim
FOR TOMORROW Bl Hinchherger prevails, bul mare reforms - The economy needs a
138 Mexico is going into the are needed further boost if it is to get
The eream of the erop new millennium with more izto EU-friendly mode
from business, politics confidence

and civil society
——————
ATAX OF THE WORST pssesovs—
KIND INDIA SUMMIT
11 162
Bobk fenkins Rob Jenkins

Corruption plices a luge
burden on both business
and seeicty

Looking for a way to
match good veonamics
with good polttics

AUSTRALIA

231

Hugo Miller o
The economy is fanng well

even as regional disparitivs

1eMAIn & worry

JORDAN

243

Jan Marks

The new king is looking to
improve both regional tes

" and giobal prospects



ING Group recently began building a new head-
quarters in Amsterdam. We think the new lock
reflects the way we operate. Always locking towards
the future. Always ahead of the needs of individual

and corporale clients. With clear solutions for better,

Ahe adquarters ;

more efficient ways of doing business. With
our own view. on how 1o create a stimulating
work environment for professionals. Pioneering
approaches hive always been a part of ING Group.
We began as the first farge-scale, equal-basts merger
between a bank and an
inswrance company. Since
then, our innovative
approach has helped s
become one of the largest
providers of inlegrated
financial services in the workl Today, more
than 84,500 ING employess serve clients in over
60 countries with over EUR 430 bitlion in total
assets. If you would like to learn more about
the way we operate, visit us at www.inggroup.com

or send an e-mail to inggroup@inggroup.com

ING f

Trademark for integrated finance.

rldiink
wo In January/February 2000

It used to be easier; 52

Usad genex: 89 Global Leaders for Tamorrow: 139
———
HUNGARY REGULARS SACHS TALK FUTURE INDUSTRIES . BOARDWATCH
301 13 355 363
Charles Piggott EDITORIAL Jeffrey Suchs Michaef Brooks Simgn Caulkin
EL membership is in sight 9 Why the WTO meeting The time is not far away Wornen at work and

as Hungary prepares for the
home streteh

HONG KONG
337

Murek Carztecki

Lance Knohal

didn't liave a chance

when we'll be carrying

Europe's mobile markets

Cooperalion has to define - around our DNA sequence
decision-making "
SCIENCE AGENDA
e— 17 - REVIEW 364
COMMENT Robert Matthews 359 Hugo Miller
10 Hew everyone is connected  Siman Caulkin, Molly A lpok ahead at some of

With the Asia crisis far
behind, [ong Kong is
charging ahead

PORTUGAL
Supplement

Peter Wise

The government is pressing
on with an ambitious
reform agenda

James Woifensohn
Thoughts cn how the
rewards of globalisation
can be spread around

to everyone else

I
ENVIRONMENT

21

Dun sty

A global index for the
environment

WHAT IF

352

Charles Piggol! .
What if the yen retumned
ta its former glosy?

Olson gnd Charles Darwent
Internet wars, an alarmist
point of view and the

art of beauty

this vear's milestones

——————
PRIVATE PASSIONS
368

Charles Darwent
Ben Zander is big on
Beethoven



Make your business feel

www.zefer.com

Cormuption acls as at
ot companics that ai

on the public
Sits vietimes and

andermines the business environment s i

ROB JENKINS

- Jenking teuches politics af
i Birkbeck College, Universiiy

of London. e hus conducted
extensive researcit in Ugenda,
South Africa and Indie and iy

. oet recantly e author of
+ “Dentocratic Politics und
- Leonentic Reform in India”

Political and business leaders around the globe are
today more than ever involved in seeking comman
solutiony Lo the problem of corruption. Papular theo-
ries of tha 1970s, which defended corruphion as effi-
cieney-enhancing, or at the very least a necessary evil,
have been debunked by a mountain of rescarch
demoustraling its corrasive impacts. These include lost
productivity, increased poverty, skewsd public expendi-
ture patterns and a host of other downstream ills.

One study found that a eountry which improves its
standing by two points on the 0-10"corruption pereep-
tion index”, created by the Betlin-based non-goven-
mental ouganisation “lransparency International, will
sec ifs investment mie increase by 4% and its GDP by
about 0.5%. Anather found that a strong correlation
exists behween high levels of corruption and poar-qual-
ity infrastructure, largely because insufhvient funds aze
devoted to aperations and maintenance, which are loss
lucrative sourees of illicil income.

More recent rescareh has argued persuasively Hhat
not anly dues comuplion impose a kind of Lax, on both
firms and citizens at large, it also tends to undermine

the very institutions upon which functioning warkets
depend. Property rights and impartial mechanisms for
enforcing comnereial contracts are both ionperilled
when judges are for sale. If bank regulators take back-
hanxders to look the other way when capital-adequacy
nomms are violated, tationality in the allocation of
credit is dealt a fatal blow,

The persistent seale of wortdwide corruption is a
puzele to many observers. At the beginning of the
19905, as former Soviel-bloe countries joined develop-
ing nations as participants in World Bank and IMF
market-crientated reform programiies, it seemed to
many cconormists thal corruption was well on its way to
being eliminated. By cutting oncrous regulations, and
thereby reducing the discretionary powers of officials,
economic liberalisation was supposed to tackle the root
causes of corruplion, Reducing fmport tariffs, for
instance, decreases the ingenlive for smugglers to pay
off customs officers. And by doing away with the artifi-
cial searcitics created by state-dominated economies, it
was thought that bribe-taking bureaucrats might
become an endangered species.

Things didn't quile turn out that way. Faulo Mauro,
an IMF economist, argues that “the shift from com-
mand economies to ficc-markat geonamics hﬂ')' erea ted
massive opportunities for the appropriation of tents
[that is, excessive prolits] and has often been accompa-
nicd by a change from a well organised systean of cor-
ruption to a mere chaotic and deleterious one.”

INVITATION TO CORRUPTION

My awn fist-hand rescarch into the polilics of eco-
nomic reform in countrics like Indiz, Uganda and
South Africa suggests two very good reasans why liber-
alisation hay not stamped ont corruption as originally
loped. First, the process of transferring assets and
respongibilities from the public to the private sector is
itself an invitation to such forms of corrption as
sweetheart privatisation deals and Jop-sided imple-
mentation of investmenl-pramotion tax incentives.

The second reuson stems from the continneus
nature of reform programmes in most developing and
transilional econonies. The initial “big bang” reforns
are usually followed by an open-crided progess in whicl:
goveraments tinker with alterations to import-expart
rules, experiment  with  regulatary  authorities,
intruduce corperate governmwe reforms and so an.
This means the number of policy decisions, and their
frequency, actually increases.

tior each decision, policymakers can choose from a
menu of legitimate options, cach based on bona fde
recommendations from consultants based in Washing-
ton, Paris or Geneva. Reformers, i short, have great
discretion in <determining how reform is to be imple-
iemted. Which options they choose in each case has
jimplications for major business groups.

The opporlunitics for corruption thus continue to
evolve and in some cases far excecd the possibilities
during the cra of state control. Fven where reform decis
sions are taken impartially, advance notice can be
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" extrewely valuable to private sector players, especially
* when tegulations govering capital markets are con-
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cermed. Continuous reform makes inside information,

' on both timing and snbstance, a much sought after
 commodity.

That the fate of both foreign and local Arms hinges

¢ o these increasingly complex policy decisions high-

lights the impartance of interational factors in
explaining why corruplion has nol only nol vanished,
hut by soime estimates actually increased. According to
Michael Johnston of Colgate University: "A world in
which capital, people, information and cnterprises
move freely and rapidiy from place te place offers new

. development opportunities of many sorts, but alse

makes accountability more difficult. Beeause the
agents of cross-horder corruption are capable of doing
buginess almost angwhere, it is dificult to hold them
accountable anywhere.”

Indeed, vconomic globalisation has had profoundly
ambiguous implications for eorruption. On the ane
hand, highly internationalised finanecial markets have
“disciplined” countries which impose burdensome reg-
ulations or deviate from internationally aceepted
accounting norms. As we have seen, this dees not erad-
icate corruption, But it makes a dent in some of the
more obvious forms. On the other hand, porous bor-
ders allow in not only legitimate businesses, but also
Lhase based on illogal activities, Drug cartels and crime
syndicates involved in the cress-border Irathe in
human beings have found their work made easier by
the Jess restrictive policies of states seeking to integrate
themselves into the global cconomy:

“Common border” {immigration agreements among
neighbouring countries - like the Schengen gronp in
Eurepe — are ouly us strong ay their weakest link, The
same holds for customs unions. Once inside the
enlarged boundarics, illegal imwigrants for untaxed
goods) can move into the other countiies, Criminal
organisations target these vulnerable entry points. The
funds abtained from those whe pay for their help pro-
vide organised criminals with ample resources to bribe
security officials who might otherwise be inclined to
crack down on their cther illegal business operations.

Once corrupted by foreign eriminal orgarisations, &
country’s nfficials arc less likely te adiminister linparlial
justice to legitimate businesses and are more likely to
demand bribes for routine services. In an integrated
world, ergunised erime, like financial crises, can gener-
ate severe contagion efects.

Recoguising this, western govermuents have com-
milted therselves to assisting cffosts to combat cor-
ruption elsewhere. [n 1998, then US under-secretary of
state Stuart Eizenstar told a group of US business lead-
ars that the international nature of ciime and camup-
tion had blurred the boundaries between foreign and
domestic policy. America’s support for anti-corruption
reforms abroad enhanced “domestic security by foster-
ing legal institutions in other countries with the capac:
ity to combat trausnational crimes such as terronisim,
money laundering, drug trafficking and trafficking in

women before they reach our borders,” Erzenstal said.

One reason why these threats have increased in
recent years is that organised erime has become mere
adept at using infosmation technology and telecom-
munications. Russian mafias and  Chinese  trinds
exploil ingreasingly high-tech means to facilitate and
monitor the flaw of moncy, personnel and contraband

goods while their Teaders can remain in “underacld-
friendly” jurisdictions.

The profusion of weakly regulated off-shore finan.
cial centres — which justify their lack of regulation on
the grounds that the global market would put them out

Dy carlebs andd erime ssndicates sionggling

human beies lanve Tormd there work made casier
bl

by the less restrictive policies of stales seeking
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of husiness if they tried te impose more stringent slan-
dards - also provide a convenient place for corrupt offi-

. cials to stash their illicit income, The sheer brazenness

of these money-laundering havens, and their contribu-

" tion to the spread of lax standards among on-shore

bauks, has generated a considerable backlash of late.

The mast high-profile case is the Bunk of New York's
alleged mle in helpig Russian officials and “business-
men” to funnel more than $10 hillion out of the coun-
try. That Russia continues to recgive sizeable IMF
Toants has amplificd the outery against practices which
make such transactions possible. Nancy Birdsall of the
Camegie Endowment for International Peace and
Devesh Kapur of Harvard University argue that trans-
parency in the accounts of emerging-market governs
ments - much wanted by the IME and the US Treasury
—is wocfully inadequate. Their altemnative: *Financial
stitutions should be required Lo report Lo s public
database any deposit exceeding $10,000 from a foreign
national.”

Aware of the objection that illicit funds will simply
he diverted to off-shore havens, Birdsall and Kapur rec-
ommend that “any bank or investment finn that
rehuses to adhere to such a requirement should be
denied access to international clearing houses, such as
Cedel, the Lusembourg-based clearing house”. They
are not alone. Ludovie Aigrot, ditector of legal affairs at
the Council of Europe, proposes that “mtentional non-
teposting of suspicious transactions ... be considered a
criminal offence when commiltted by agents of  finan-
cial nstitution”. Glebalisation docs not make govern-
ments powerless to eurb ahuses - if they act together

THE TIDE BEGINS TO SHIFT

Gavernments have in recent years appeared to leam,
this lesson for themselves. In 1997, the predominanily
rich countries of the Paris-based OECD decided, after
years of wrangling, to autlaw foreign bribery. Indeed,
1997 was the year in which the tide among interna-
tional erganisations bugan serionsly to shift towards an
explicit and aggressive stance against cormption.

[nn that year the World Bank issued a policy docu-
ment o its role in helping countrics control
corruption. The UN General Assembly passed a resolu-
tion (51/39) en “Action Against Corruption”. The
United Nations Development Programine published a
statement on the links hetween corruption and good
governance, as did the IME Fach of these organisa-
tions had long been reluctant to take a strong and
explicit stand, largely for fear of having strayed into an
arca dominated by the principle of non-interference in
countries’ intermal affairs, But, as with human rights
and the environment, the contagion-effect thesis has
led to a challenge to the principle of non-vislability of
sovereignty.

lLacking any enforcement power of ils owm, the
OECD does not investigate or prosecute individuals or
firms suspeeted of bribing officials outside their home
countries. Individual countries are responsible for
helding their own hrms to acesunt. The QOECD Con-

vention on Combating Bribery of Foreign Public Off-
cials in International Business Transactions, signed in
December 1997 but not offcially brought into force
until February 1999, is an agreement among member
states that they will enacl appropriale liws and enforce
them rigorously. Such agreement is necessary to pre-
vent “free riders” — states whase firms would enjoy the
advantage of being able to bribe their way into aversens
contracts while their main rivals would be restrained by
their own governments from doing the same thing.

“This kind of differential treatment was exactly the
complaint of 1IS-based firms, which since 1977 have
operated under the Foreign Corrupt Practices Act, on
which the OECD convention was modelled. Busi-
nesses from countries with stronger law enforcement
are suspicious of the capacity (and in some cases will-
ingness) of other countries ta conslrain their firns to
the same degree. The GECD's wile is to momitor ow
well governments implement the treaty’s provisions.

It is difficult to imagine that this system will remain
free of conflicts ameng the membors states for long.
[firms that lose out an overseas contracts will inevitably
begin pointing the finger at their foreign competitors,
and by implication The governments that e meant to
e monitoring them. But apast from these sosts of brask
problems, which are commoen to most multilateral
agreements, there ate perhaps more serious shorteow-
ings to the OECD agreement.

- While the treaty covers bribes to holders of public
office and to anyone who performs a service for the
government ar works for a public enterprise, it does not
cover illegal inducements offered Lo private businesses
in foreigy countries. Eizenstat finds this silly, arguing
that it “scems absurd that a bribe offered to officials of
astate-owned aitline is caught by the convention while
those to officials of a privalised airline are not.” As the
world trend away from public scctor ownership gathers
steam, this omission will become all the more glaring.

The OFCDY's tough stance against finms of its mem-
ber stales have been weleomed by developing conn-
tries, which have felt unfairly singled oul for moral
condemmation. Those who have voiced this criticismn
have also warmly suluted the atteinpt by "Transparency
[nternational (T1) to expand its research and advocacy
wark to include bribe-givers from developed countries
as well as bribe-takers from eunerging-market countrics.

In 1997, Tl began complementing its corruption
perception index, which uses survey data from internas
tional business peopls to rank countrics i tenns of
corruption, with a measurement of the “bribery
propensity of leading exporting mations”. By pointing

Businesses From coundries with slrong L

cnfarcement are suspictons of the capacits,

illlt] I-I'I SO CIS0N \\l”ll'l'_{ll('\‘\, ol t)!ll(‘l conintrices

fo constrain their fions to the sime degree
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the finger at countries whose frms are more likely to
use: illegal means to obtain business abroad, T1 has
ll gone a long way towauds highlighting what diplomats
I of developing countries have long maintained: that it
‘: “takes two ta tange”. There is always u bribe-payer and
| a bribu-taker in corrupt fransactions.
b “The way the TI data were presented alse helped to
i build a strong constiluency for reform: country scores
“ were expressed Interms of the potential impact of
| reduced corruption in individual countiics on the trade
H perfermancy of countries with which they traded. The
‘} index indicated, for instance, that an improvement of
I one poeint in India’s corruption pereeplion index would
’: translate inte 2 markedly improved trade performance
i for relabively clean exporting countries (like Sweden),
ik but a strongly adverse impact fer countries such as Bel-
K gium, whost score indicated a relalively bigh propen-
i sily b bribery mn foreign dealings.
“Fighting corruption is patt of a pro-business

} i agenda,” according to Bart Edes of the SIGMA pro-
| gramme [Support tor Improvement in Governance and
& , Management), a joint initiative of the OFCD and EU
i in central and eastem Kurope. “And to curb corruption,
we cannot tely on governments and civil society alone
... the private sector must be setively engaged.”

DIVERGING INTERESTS
While this is cerlainly fiue i many instances, there are
1 times when the interests of developing countries and
1 the multinational hinms they de business with diverge.
Susan Rosg-Ackerman, one of the world’s lexling
authorities on corruption, recommends that develop-
I ing country governments put as much effort into
catalysing competition anong foreign firms as into
promating fransparency in govesnment procedures.,
“One way to reduce the pressure on individual firms
i aud investors te behave ‘responsibly’,” she argues, is to
create an enviromment in which corrept hehaviour is
not prohtable. This implies a more compelitive euvi-
ronment where other firms have an incentive to expose
1t the corrupt deals of their competitors.”
Rose-Ackerman advocates a more creattve approach
to using international institutions ~ for instanee,
adapting the WTD's Agreement on Governmenl Pro-
cureent to deal speciheally with anti-corruption
15 issues, or, more controversinlly, developing dispute res-
olution mechanisms “to hear complaints by fizms
claiming to have lost business to rivals as the result of
corruption”. This would be modctled less on the
i WTO's dispute selement wechanisim, and more un
i the World Bank Group's [uternational Centre for the

Vmong the mosl iiportant coneeptual adsane

Tias heen an asareness thal The onessize-fits-all
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Settlement of Investment Disputes, a valuntary arhi.
tration-style body that alrcady considers cases relating
to eorruption.

Rose-Ackermn also recommends setting up a pro-
cedure through which firms that come under pressure -
fur bibes from foreign govemments could lodge an
official report with the LMIT The TMIT would not prose-
cute specific cases, But if a pattern of reports were o
energe, the IMF could “take a hard Inok at the coun-
try’s institutions” with a view to possibly cutting off
loans. Whale the Kenyan government's failure to take
remedial action to stem corruption is a well-known
case which ultimately led the TMF to withdraw sup-
port, similar loan conditions weie applied to the Thilip-
pines and Thailand, N

Rose-Ackerman envisages a complementary role for
internatiomal business groups which could not only
contribule funds to support, say, judicial reform in
cutntries with 1 demonstrated commitment to refono,
but also deaw on their own experiences: “Busingsses
that have themselves been enmeshed in corrupt net-
works miay provide useful advice on how to eliminate
them.” She argues that, “if this looks a bit like asking
the safe eracker for advice on haw to increase the secu-
tity of banks, then se be it.”

Among the most important advances has been an
awareness that the ong-size-fits-all anli-corrption ini-
Hatives of many agencies must give way to much more
subtle distinctions. Cxford academics Andrew Goudie
and David Stasavage argue that: “The extent to which
the competitiveness of international markets gives
multinational companies an incentive to offer bribes to
gain an advantage over their competitors needs to be
considered,” sinee, “this facter may be more important
in resource-rich economies like Nigeria or Angola”.

Liven among states in the same developmental cate-
gory, differences can be vast, Research has indicated
that a weak judiciary is the main cause of corruption in
Albania, whereas in Georgia and Latvia incfficient reg-
ulatory regimes are largely to blame, Meteover, it is not
always the level of corruption which accounts for the
severiby of jts impact on 4 country's economy. Qualita-
tive differences can matter just as much.

One World Bank study found that a country’s suc-
cess at attracting inward investinent wus less influ-
enced by 1he overall amount of corruption than it was
by the degree to which it exhibited a “high predictabil-
ity of payments and outcomes”. That is, if you gel what
you pay for, there is at least some kind of functioning
market at work, however perverse, rather than dysfunc-
tional anarchy:

For many countries this would represent an
improvement on the curent stale of affairs. Firms.
states, NGOs and internalioual agencies increasingly
recognise this and argue for incremental “context sen-
sitive™ reforms. Pragmatism is probably better suited
than crusading vigour to a problem of such maguitude.
It is enough of an accomplishment, for the time being,
to have breached the international community's long-
standing silence on corruption.l




