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Foreword

xi

This project comes to fruition at an important time for the World Bank as it scales
up its efforts to help countries improve governance and combat corruption. With a
heightened focus on mainstreaming governance and anticorruption into its core
operations, the Bank expects to engage more extensively in reforms at the sector level.
This innovative volume combines analytic rigor and practical operational insights in
an important and useful way. It is a “must read” for all development practitioners. 

Empirical research on governance and anticorruption has made major strides in
the past 10 years, providing increasing empirical evidence that corruption discour-
ages private investment, retards growth, and inhibits poverty reduction efforts.
Today, policy makers can use diagnostic instruments to make judgments about
priorities for reforms across corruption-prone areas and broadly assess the potential
impact over time of reform measures. But the challenge of drilling down to the oper-
ational level remains. What and where are the risk points in a given sector? When are
they most likely to occur? Which ones, if addressed, might have the greatest impact
on a sector’s performance? For policy makers, data and information on these queries
are what is missing to formulate specific, operationally tractable reforms. 

This volume is the product of a successful collaborative effort among many units
of the World Bank and reflects the depth of expertise and knowledge that the Bank
can harness to contribute to a better understanding of complex phenomena. It
includes 12 chapters plus an overview and a conclusion. The first of its three parts
is on sectors. It includes seven chapters on health, education, forestry, roads, elec-
tricity, oil and gas, and water and sanitation. The second part is on public financial
management, which cuts across all sectors and is critical to the operations of any sec-
tor. It includes four chapters on budget formulation and execution, procurement,
tax administration, and customs administration. The third part of the book is on
anti-money-laundering. 
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The book offers a heuristic framework for analysis to guide the integration of
anticorruption measures into program development and project design. It explores
prototype road maps of corruption vulnerabilities and corresponding “early warn-
ing” signals, looking at corruption from the perspective of a project manager and
highlighting corruption risks that might arise at various points in the program or
project cycle. 

At the sector level, the road map takes on the character of a value chain. A sec-
tor produces certain outputs through a sequence of well-defined activities. In the
energy sector, for example, the delivery of electricity moves from generation to trans-
mission to wholesale distribution and finally to retail distribution. Corruption can
occur anywhere along this chain. In generation, it can emerge in the contracting of
power purchase agreements with private providers. In transmission, it can occur
through the monopoly power of the state-owned transmission plant or in the cap-
ture of the regulatory process. In distribution, it can occur through outright theft.
Given the multiple vulnerabilities along the chain, countries will likely differ in terms
of the nature of corruption in the delivery of electricity. Hence anticorruption strate-
gies will have to be tailored to fit country contexts. 

This value chain approach is promising in terms of identifying specific areas
where reforms may have the greatest impact on preventing and reducing corruption.
Where along the chain is the weakest link? What measures can be implemented to
strengthen this link? What indicators can be used to monitor and assess progress?
These are critical questions that policy makers often confront in designing anticor-
ruption strategies. Each chapter in this volume begins to address these issues and sug-
gests possible directions for future study.

Sector performance depends crucially on a number of functions. Perhaps the
most critical of these is the management of public finances. For this reason, the vol-
ume explores vulnerabilities on both the expenditure and revenue sides of public
finance. Because of the complexities involved, budget management is often plagued
with inefficiencies and haunted by many opportunities for corruption. In key sec-
tors, the serious problems often start here, with diversion of budgetary allocations
toward activities that have greater potential for kickbacks, bribery, fraud, or theft.
But revenue management can also be—and often is—problematic. Many country-
focused corruption surveys, such as the World Bank’s investment climate surveys,
identify tax administration and customs administration agencies as among the most
corrupt. Weak tax collection has serious implications for sector performance and
corruption. When revenue agencies fail to meet their collections targets, budgets
have to be cut mid-year. This typically leads to a shortage of funds needed to pay con-
tractors for projects that have been started, which in turn results in queuing, which
both theory and experience suggest gives rise to corruption.

In the context of public financial management, the road map takes the form of a
process flow, a heuristic device that helps guide the reader through the flow of money
or goods. In procurement, for instance, the process begins with project selection and
ends with contract award, with multiple steps in between. In customs, importation
starts with the declaration of goods; then moves on to the assessment of origin, value,
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and classification of goods; to the physical inspection, examination, and release of
cargo; and in most cases, to the conduct of postaudit clearances. In both cases, there
is a standard step-by-step process, and each step can create opportunities for cor-
ruption. The design of anticorruption strategies must therefore consider where risks
are highest along the flow and how they might be minimized.

Where there is big money, there must be channels for it to move through. The
proceeds of grand corruption, where single transactions involve millions of dollars,
must be laundered to be of use. The last chapter in this volume explores the murky
world of money laundering and the immense challenges authorities in both the
developing and developed worlds face in combating it. It is an appropriate way to
end, for grand corruption cannot be addressed effectively unless laundering chan-
nels are shut down.

This volume could not have been completed without the cooperation and assis-
tance of numerous individuals throughout the World Bank. Each chapter was coau-
thored by staff from the relevant sector, with support from their networks or
departments, including Infrastructure, Environmentally and Socially Sustainable
Development, Human Development, Agriculture and Rural Development, Finance,
External Relations, Operations Policy and Country Services, the World Bank Insti-
tute, and Poverty Reduction and Economic Management. The volume is a testimony
to the ability of the Bank to draw on its deep repository of global experiences and to
assemble a team of experts to work collaboratively across its organizational divide.

This effort represents an initial foray into the deeper crevices of corruption.
More work will be required to develop better informed, targeted reform measures at
the operational level. The Poverty Reduction and Economic Management Network
is delighted to have participated in and coordinated the initial leg of this long and
challenging journey. I commend both the team and the initiators of this project.

Danny Leipziger
Vice President

Poverty Reduction and Economic Management Network
The World Bank
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Preface

Governance and anticorruption are now high priorities in the development agenda.
Empirical research over the past decade has shown convincingly that poor gover-
nance, typically manifested by different forms of corruption, is a major deterrent to
investment and economic growth and has had a disproportionate impact on the poor.
In-depth case studies have given form and life to these quantitative findings and have
brought home the reality that corruption is indeed harmful to the individual, family,
community, and society as a whole. Globally, public awareness of the detrimental
impact and severity of the problem has increased markedly, as the media, policy
institutes, and nongovernmental organizations worldwide have raised concerns to
unprecedented levels.

Despite mounting evidence and increased awareness, governments and the
development community more broadly are still struggling to find ways to more effec-
tively translate this understanding into concrete actions and improved outcomes.
Much is still unknown and subject to debate. After a decade of experience, we know
that tackling corruption is politically complex but that progress can be made when
appropriate reforms can be sustained. Reforms at the sector level present an impor-
tant opportunity in this regard. At the sector level, users of public services meet serv-
ice providers; this nexus potentially creates potent and persistent pressures for
reform. The challenge for reformers is to capture this energy and usefully direct it to
address the underlying drivers of corruption in the public and private sectors,
domestically and globally.

The Many Faces of Corruption offers an operationally useful framework to help
reformers analyze corruption and target reforms at the sector level. Through
exploratory applications to several sectors, it shows that combating corruption is
fundamentally about improving governance, that operationally useful indicators can
be used to track corruption and monitor progress, that the private sector (particu-
larly multinational corporations) and developed-country governments must share
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equal responsibility with developing-country governments in curbing corruption,
and that corruption can be broken down into component parts for which tractable
remedial measures can be formulated.

A central theme in this volume is the fundamental role of transparency in the
fight against corruption. The aid community has only recently begun aggressively
supporting reforms that enhance transparency. The Many Faces of Corruption will
encourage donors to scale up their assistance and spur policy makers to explore inno-
vative ways to increase transparency in both the public and private sectors. In adopt-
ing a value chain approach to sector analysis, this volume opens up many possibilities
for enhancing transparency, from international agreements to policy formulation,
budget allocations, regulation, procurement, and project implementation.

The Many Faces of Corruption represents only one small step in the long road
toward better governance worldwide. The challenge for us today is to continue devel-
oping better ways of tackling corruption, building on the growing understanding of
the problem and on lessons of experience with reform. With its focus on sectors, this
volume charts a potentially promising path for both researchers and practitioners
toward meeting this important challenge.

Randi Ryterman
Sector Manager

Public Sector Governance
Poverty Reduction and Economic Management Network

The World Bank
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SAFCO Financial Management and Control Law (Bolivia)
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