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FOREWORD 
 

Towards Improved Corporate Governance: A Handbook on Developing 

Anti-Corruption Programs, prepared by the Asian Institute of Management 

- Hills Governance Center and funded by the World Bank, represents 

another significant building block in establishing a solid foundation for 

Corporate Governance in the Philippines. 

 

The Philippine business community has evolved and developed over the 

decades, mirroring the changes in the global (mainly American) business 

environment. Where once profit was the priority, today’s profit is generally 

regarded as the result of customer service quality. The proverbial “bottom-

line” is turning into a “triple bottom-line” with shareholders, the community 

and the environment as key factors in corporate strategy. In the 

Philippines and elsewhere, Corporate Social Responsibility (CSR) goes 

beyond “public relations” and the sense of social service is pervasive both 

within the organization and across the business community.  

 

That said, Corporate Governance is making far less headway. Perhaps 

understandably, CSR has a strong “feel good” factor. On the other hand, 

Corporate Governance, after Enron et al, contains a strong element of 

sanctions for wrong-doing. Furthermore, there is a more-or-less general 

(and global) consensus on how to approach CSR. One of the current 

major “tools” of Corporate Governance, the Sarbanes-Oxley Act of 2002, 

is under criticism in America itself, for being too expensive to implement 

comprehensively and too control-oriented to motivate the organization. 

The Board of Directors oversees both CSR and Corporate Governance. 

However, CSR does not generate organizational tensions with the board. 

On the other hand, every Philippine board must grapple with the 

Corporate Governance precept of keeping an “independent director”—

in the context of dominance by a single shareholder, family firm, or 

business group. Finally, while CSR focuses on building networks to help 



people, Corporate Governance currently focuses on corruption to punish 

transgressors.  

 

In the Philippines, corruption is a widespread concern in both the private 

and the public sectors, and its corrosive power is affecting country and 

business competitiveness. Although there are several organizations, 

including the Hills Center, that are engaged in anti-corruption activities, 

success still appears to be a long way into the future. There is therefore 

some merit in the comment that corporate governance is still “in the eye 

of the storm.” 

 

Given the above description, the Hills Center prepared the Handbook, as 

one more effort in a long process. The Handbook is intended to assist 

corporations in developing their own approaches to corporate 

governance. It is not intended to be a template for every firm, since each 

company has its own specific issues and approaches on implementing 

governance. The Handbook offers specific insights rather than general 

models. For instance, the research in the Handbook includes discussions 

on procurement practices and surveys that explore attitudes. Therefore, 

the recommendations on improving company governance practices are 

a result of fieldwork, and are relevant and applicable in that context.  

 

In closing, the Hills Center wishes to express its appreciation to the World 

Bank for its financial assistance in developing the Handbook, and to Mr. 

Roderick Hills for his unstinting support of the Center’s projects.   

 

 

 

 

Dr. Francisco L. Roman, Jr. 
Executive Director 
AIM-Hills Governance Center 
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INTRODUCTION 
 

If globalization was the development issue of the nineties, governance is 

the development issue of the first decade of the new millennium. 

Understandably so, for the two are not distinct from each other – 

globalization demanded that markets and firms be competitive and 

achieving competitiveness required good governance.  

 

Corruption has been one of the major issues associated with governance. 

On one aspect, it is perceived as the antithesis to good governance. On 

another, good governance is seen as a prerequisite to anti-corruption 

reforms. Where once corruption surfaced only during discussions of public 

sector performance, corruption is now properly viewed in a more 

comprehensive context that involves political and economic activities in 

both the public and private sectors.  

 

Because of the reach of its activities and its capability to offer direction to 

the private sector, business has always been in the forefront of 

development efforts. Just as business responded to the challenges of a 

globalizing economy, it is now called upon to contribute to good 

governance in general and to anti-corruption efforts in particular. The 

challenge is not merely a collective response from the business sector, but 

from individual firms as well.  

 

The main objective of this Handbook is to provide a guide for individual 

firms formulating their anti-corruption programs or participating in similar 

efforts initiated by professional and business organizations, civil society, or 

government.  
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Specifically, this Handbook aims to: 

 

1. Provide basic information on corruption by discussing definitions 

and concepts;  

2. Discuss the costs of corruption; 

3. Explain the rationale and present the existing strategies for 

addressing corruption; 

4. Present the elements of a corporate anti-corruption strategy at 

the firm level;  

5. Discuss the preparedness of Philippine firms in implementing 

anti-corruption measures; and  

6. Discuss the importance of sustaining anti-corruption efforts.  

 

Although the Handbook was written primarily for business, it is general 

enough to be useful to the public, government policy makers, and non-

government institutions.  

 

ORGANIZATION OF THE HANDBOOK 
 

The Handbook package is composed of two parts. Part One is the 

Handbook proper and is organized along the objectives enumerated 

above. Part Two consists of the input documents, namely, Review of 

Literature on Corruption in the Philippines, Opinion Surveys on Corporate 

Wrongdoings, and Focus Group Discussion Reports on Procurement. While 

the Handbook proper is most comprehensive in scope, the input 

documents are nonetheless stand-alone works which could be referred to 

for elucidation on specific areas or issues.  
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WHAT IS INSIDE? 
 

As the title implies, the Handbook is an initial guide to improve Corporate 

Governance. It is neither a complete review of Corporate Governance to 

date, nor is it a definitive “how to” publication on the conduct by firms of 

Corporate Governance. The Handbook is relevant to practitioners 

because it is based on field research. The research involved both focus 

group discussions on corruption and surveys on business attitudes. Another 

section covers the review of literature, which is intended for the reader 

who is interested on the issues of Corporate Governance. Furthermore, 

the section on corruption in procurement is deemed important because 

the bidding on goods and services provided by the private sector for 

government contracts or projects represents one major “intersection” of 

potential corruption between the two sectors.   
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The AIM-Ramon V. del Rosario, Sr. Center for Corporate Responsibility was 
officially launched in July 2000 as a research and program center of the 
Asian Institute of Management.  The main thrust of the Center is the 
management of corporate citizenship relative to the competitiveness of 
corporations and their impact on society.  The Center promotes corporate 
responsibility through case-writing, research, survey research, investigative 
research, program development, executive education training and 
conferences. 

 
Two of the major challenges that the Center faces are to engage firms 
and industries in Asia in Corporate Responsibility as a core business 
strategy, and to expand Corporate Responsibility as fundamental to 
doing business in a globalized economy. 
 
In the course of the Center’s research, it has been determined that 
Corporate Social Responsibility and Corporate Governance go hand-in-
hand in the development of the corporation’s social network.  Various 
research in both areas, including their impact and relevance to Asian 
corporations and societies, have been undertaken.  This knowledge has 
been infused into the curriculum of the programs of the Asian Institute of 
Management through the development of case studies, original research, 
training and surveys. 
 
The AIM-Hills Governance Center was launched in September 2003. The 
Center seeks to promote good governance across the private, public and 
civic sectors by addressing institutional sources of corruption, and 
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promoting transparency and accountability within and among these 
sectors.  
 
The Center studies governance issues and norms in the corporate and 
public sectors. It examines the links between corporate governance and 
national governance, and the causes and consequences of poor 
governance. It facilitates dialogues to help build coalitions and formulate 
anti-corruption and governance reform agendas, including the 
development of benchmarks, monitoring and evaluation systems. 
 
In all of its endeavors, the Hills Center aims to:  
 

(a) Nurture mutually reinforcing working relationships with professional 
associations, governments, civil society organizations, and 
research institutions dedicated to supporting and promoting 
good governance;  

 
(b) Build partnerships to ensure full involvement of major stakeholders, 

and identify strategic entry points for intervention and 
collaboration; 

 
(c) Help create an enabling environment for building consensus, 

coordinating and sharing expertise, and facilitating further policy 
dialogue on good governance; and 

 
(d) Disseminate best practices and raise awareness among 

stakeholders. 
 
The Hills Governance Center’s major sponsors are the Hills Program of the 
Center for Strategic and International Studies, and the World Bank. 
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PART ONE 
HANDBOOK PROPER 



Definitions and Concepts 
 

1 

Definitions and Concepts 
 

How is corruption formally defined? 

 

The World Bank defines corruption as “the abuse of public office for 

private gain.” The Handbook on Fighting Corruption, developed by the 

Office of Democracy and Governance of the U.S. Agency for 

International Development (USAID) shares the World Bank definition. 

 

The World Bank further explains: 

 

“Public office is abused for private gain when an official accepts, 
solicits, or extorts a bribe. It is also abused when private agents 
actively offer bribes to circumvent public policies and processes 
for competitive advantage and profit. Public office can also be 
abused for personal benefit if no bribery occurs, through 
patronage and nepotism, the theft of state assets, or the diversion 
of state resources” (Coronel, 2002).  

  

A similar definition is acknowledged in Transparency International’s Source 

Book authored by Jeremy Pope entitled, Confronting Corruption: The 

Elements of a National Integrity System. The Source Book further explains 

that corruption involves “behavior on the part of officials in the public 

sector, whether politicians or civil servants, in which they improperly and 

unlawfully enrich themselves, or those close to them, by misuse of the 

power entrusted to them.” 

 

This concept of corruption, however, has since evolved. Consider the 

following contexts: 

 

• In a situation involving corruption, government officials and employees 

were viewed as culprits and private individuals, while businesses as 

victims. It is now recognized that corruption takes place with the tacit 
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cooperation of both parties, which are equally to blame for 

corruption.  

 

David Kang, in Crony Capitalism: Corruption and Development in 

South Korea and the Philippines, a comparative analysis of business 

dealings with the government, illustrates an underlying tension in the 

relationship. On one hand is a “top-down predatory state” illustrated 

by a government strong enough to protect property rights as well as 

confiscate the wealth of its citizens. On the other hand is a “bottom-up 

interest group” wherein market dominance by powerful business 

groups overwhelms the ability of the state to contain and channel 

their demands.  

 

Corruption thus should be seen as the product of a system jointly put in 

place and sustained by the government and the private sector.  

 

• The Transparency International Source Book observes that with the 

wave of privatization and the transfer of traditional state functions to 

the private sector, the government and private sector now share the 

accountability associated to the provision of public goods. In many 

cases, government accountability is significantly diminished.  

 

The definition of corruption should thus “include corrupt conduct in the 

private sector – outside as well as within its interface with the public 

service – conduct that nonetheless has negative consequences.”  

 

What are the similarities in the definitions and illustrations mentioned 

above which are significant in describing corruption in the Philippines? 

 

Susan Rose-Ackerman, in her book entitled, Corruption and Government: 

Causes, Consequences, and Reforms, states that the study of corruption 

focuses on “the tension between self-seeking behavior and public 
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values.” This statement precisely identifies the two common elements in 

the definitions of corruption provided, namely, personal or private gain, 

and sacrifice of public benefit. The third element, indicated in the 

Transparency International Source Book, is the misuse of entrusted power.  

 

It should be mentioned that the relevant Philippine statute, Republic Act 

No. 3019 or the Anti-Graft and Corrupt Practices Act, stops short of giving 

a precise definition of corruption. However, the acts it classifies to be 

corrupt have the three above-mentioned elements.  

 

In the broader context, corruption refers to the personal or private gain 

that could be acquired by either public officials and employees or private 

entities. The “public” includes a broad range of participants, such as civil 

society, taxpayers, shareholders, or the consumers. Power is entrusted to 

persons through popular election, political or civil service appointment, 

election by shareholders, or appointment by the management of a 

private company. Corruption can occur regardless of the means of 

gaining power. 

 

Therefore, it is maintained that corruption has evolved as a concept that 

has acquired a universal definition, notwithstanding cultural contexts. By 

recognizing the extent of corruption in society, all sectors and entities 

would benefit and contribute in the improvement of business and social 

environment.  

 

What are the causes of corruption?  

 

The USAID Office of Democracy and Governance Handbook on Fighting 

Corruption discusses anti-corruption measures by initially considering the 

causes of corruption. From an institutional perspective, it notes that 

corruption takes place when public officials have the following: 
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• Wide authority. Opportunities for corruption increase as the number of 

activities that public officials are allowed to control or regulate.  

 

• Little accountability. The probability of detection and punishment of 

corrupt practices is low 

 

• Perverse incentives. These refer to low salaries and rewards for 

performance, unstable security of employment, and the lack of 

professionalism in the public service, all of which encourage self-

serving rather than public-serving behavior.  

 

Related to the presence of perverse incentives, poverty is regarded as the 

main cause of corruption.  While it seems reasonably straightforward to 

accept this assertion, the Transparency International Source Book points 

out otherwise: 

 

“If poverty were the cause of corruption, then it would be hard to 
explain why rich, wealthy countries are beset by scandals – very 
few of which involve anyone who might be categorized as being 
“poor” or in “need.” It would also virtually equate poverty with 
dishonesty – which is a concept vehemently attacked by a 
number of critics, who see this alleged linkage as being little short 
of a blanket defamation of the poor. Nor can it be said that those 
who manipulate banking systems, producing “non-performing 
loans” and conducting insider deals with deposits made by an 
unsuspecting public are exactly poverty-stricken. Corruption is 
therefore a double-edged sword – it can emerge from wealth and 
abundance, or it can emerge from the lack of it.” 

 

With regard to the private sector, the Source Book observes that:  

 

• The traditional view of the firm holds that it is the responsibility of 

corporations to generate profits for its shareholders. Indeed, this is 

referred to as the “profitable bottom line.” The Transparency 

International Source Book notes that if this practice is invoked, it is 
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reasoned that should businesses fail, their employees would suffer 

along with their shareholders. 

 

• Everybody does it. Corruption is often justified in this manner and 

overlooked because the business at stake generates jobs. What 

remains unsaid is the fact that the same corrupt act could be costing 

jobs elsewhere.  

 

• It seems to be quite acceptable to engage in petty (versus grand) 

corruption. Petty corruption has even managed a dignified-sounding 

euphemism: facilitation of payments. Bribes are given to minor officials, 

who will provide services to expedite the process for the client.  

 

What are the so-called ethics-based and compliance-based factors? 

 

On one hand, ethics are driven by morals, values, and attitudes, which 

are determined by culture. Compliance, on the other hand, is driven by 

responses to incentives and penalties embodied in laws and regulations. 

When an entity makes the decision to engage in or to avoid corruption, it 

does so – consciously or subconsciously – through the consideration of 

ethics-based and compliance-based factors. A policymaking body or 

regulatory agency with an anti-corruption mandate studies these same 

factors when it designs an anti-corruption program. 
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2 

The Effects of Corruption 
 

Which sectors of society are affected by corruption? 

 

Corruption is like a virus that spares no one. Corruption affects 

governments and bureaucracies, businesses, and individual citizens, as 

well as the international community. Corruption is a cancer that weakens 

the organs and institutions of society. As the former President of the World 

Bank, James Wolfensohn stated in the World Bank Annual Meeting in 1996, 

“We need to address transparency, accountability and institutional 

capacity. And let’s not mince words: we need to deal with the cancer of 

corruption.”   

  

What are the effects and costs of corruption? 

 

Corruption has deleterious effects on economic performance. Various 

empirical studies have shown that countries that are more corrupt have 

lower rates of economic growth and per capita income. Corruption 

deters investments, reduces tax collection and the productivity of public 

expenditures, and distorts the allocation of resources. Corruption, such as 

the payment of bribes, acts like an additional tax that raises the cost of 

doing business, and also the uncertainty and risk of doing business. The 

parties involved in a corrupt transaction do not have guarantees or 

protection from the state in case of default or abuse by one party. 

Michael Johnston, in Unpredictable Rules, Dishonest Competition, and 

Corruption: Cost for Development and Good Governance points out that 

when a firm pays a bribe, it puts itself outside the protection of the law 

and has no recourse in the event of default by the other party. It also 

creates evidence of criminality that officials can use to extort further 

payments.  
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Johnston further points out that corruption improves efficiency by cutting 

through red tape and bureaucratic delays. This is based on the 

assumption that there is only a finite amount of red tape in the system. On 

the contrary, corruption can worsen red tape and bureaucratic delays, as 

it induces officials to contrive more ways of delaying transactions to 

extract more bribes.  

 

According to Susan Rose-Ackerman, in The Political Economy of 

Corruption and Consequences, corruption is also harmful to competition 

and efficiency. It creates an uneven playing field: allowing inefficient firms 

to operate while building roadblocks to efficient companies. When 

payoffs are common, government contracts and concessions may not be 

awarded to the most efficient bidders, but rather to the unscrupulous ones 

with strong connections to the government.  Thus, countries that are more 

corrupt tend to have a lower rate of investment, particularly foreign direct 

investments. 

 

Countries that are more corrupt also have difficulties in collecting taxes. 

Tax administration is also weak with many leakages in the system in terms 

of kickbacks and tax evasion. As a result, the amount of resources 

collected by the government for public purposes is usually inadequate. 

This problem is compounded by poor selection and implementation of 

government programs and projects. Project choices are determined not 

on the basis of economic and social rates of return but with respect to the 

amount of corruption paybacks. Consequently, the allocation of 

government expenditures tends to be biased towards military 

expenditures at the expense of education and health expenses. 

Corruption is also associated with poor quality of public infrastructures. 

 

Kofi Annan, United Nations Secretary-General highlights, “Corruption hurts 

the poor disproportionately—by diverting funds intended for 
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development, undermining a government’s ability to provide basic 

services, feeding inequality and injustice, and discouraging foreign 

investment and aid.”  
 
Where do corrupt transactions typically take place? 
 
As in many business transactions, corruption has a demand side and a 

supply side. The demand side refers to those in the government sector 

who can provide undue advantage or rents in exchange for certain 

payments. The supply side pertains to those in the private sector seeking 

and willing to pay to get undue advantage or rents from the government. 

 
Andrew W. Goudie and David Stasavage, in Corruption: The Issues, OECD 

Development Center Technical Paper No. 12, present a Typology of 

Public Sector Corrupt Practices: 

 
Public Sector Activity Elements Open to Corrupt Practices 

Procurement of both current 
goods and services and 
capital assets 

• Negotiation with domestic and multinational 
operators 

• Selection of suppliers, contractors and 
operators 

• Pricing of procurement 
Tax legislation/administration • Determination of liabilities and their collection 
Licensing of entities to 
undertake specific economic 
activities (e.g. import/export, 
exploitation of natural 
resources) 

• Selection of entities 
• Determination of supply level 
• Pricing of licenses 

Regulation of private sector 
activities 

• Determination of pricing 
• Control on scale and location of operation 
• Environmental controls 

Allocation of resources (e.g. 
credit, guarantees) through 
centrally administered 
structures 

• Selection of recipient 
• Determination of values of allocation 
• Pricing of allocation 
• Management of default situations 

Privatization Program • Determination of asset valuation 
• Determination of terms and conditions of sale 
• Selection criteria of buyer 

Operations of public 
enterprises 

• Invoicing of imports and exports 

Government budget 
preparation and 
implementation  

• Regional and sectoral allocation of the budget 
• Prioritization of expenditures and of program 

implementation 
• Determination of expenditure quality 
• Diversion of goods for personal use 
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Why is corruption prevalent in procurement? 

 

In various surveys conducted by the Social Weather Station, three of the 

four top government activities where corruption was perceived to be 

rampant are activities in procurement, namely the building of roads, 

providing textbooks to students in public schools, and purchasing of office 

supplies and equipment. The only non-procurement-related activity is the 

collection of taxes.   

 

And in a more recent survey, people believed that 30-50 percent of funds 

for procurement is lost to corruption.  The reason why corruption is 

rampant in procurement in the Philippines is because it is a high reward-

low risk venture.  The Philippines used to have numerous laws and 

provisions regarding the procuring of goods and services, which had led 

to the inefficiency of the process. The World Bank, in the Country 

Procurement Assessment Report, specifically described Philippine laws on 

procurement as “dysfunctional” because of “multiple laws, rules and 

regulations, which, while adhering to the principles of competition and 

transparency, are inefficient and prone to abuse.”  In this regard, the 

Government of the Philippines passed a new law in 2002, Republic Act 

No. 9184, that standardizes government procurement in the country. 

 

What are some examples of corrupt practices in procurement? 

 

Corruption happens when suppliers/contractors connive with government 

employees and officials who can be corrupted.  Under the prevailing 

procurement environment, the pressure to succumb to corrupt practice is 

enormous and the incentive too tempting.  

The range of corrupt practices and its variants identified from the Focus 

Group Discussions conducted by the Hills Governance Program are: 

• Over-statement of contract prices that gives opportunities to 
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suppliers to over-price and the requisitioning end-users of the 

agency to ask for a commission. 

• NGAs still practice favoritism among preferred bidders in spite of 

the G-EPS portals requiring NGAs to post requirements for bid. 

• Instead of registering with the Department of Budget Management 

/G-EPS, some end-users merely inform the Procurement Section of 

the agency that the services/transaction is already completed. 

Since the system allows justification, the Procurement Section has 

no recourse but to justify it. 

• Some top management relatives exert pressure to force the end-

user to resort to negotiated procurements, justifying the need as 

urgent. 

• End-users and suppliers may collude on the specifications of goods 

and services such that only that same supplier will eventually be 

awarded the contract. 

• There are cases wherein the Notice of Award is about to be issued 

and a Purchase Order finalized, but the end-user still withdraws the 

document from the Bids and Awards Committee (BAC), informing 

them that the required specifications have changed. Another 

Purchase Requisition is made and the process is repeated making 

sure that the preferred supplier wins in exchange for bribes or 

favors. 

• Divulging of insider information, such as a “sealed” financial bid, 

which unduly favors a selected bidder.  

• Some BAC members ask for a commission with a promise to award 

the contract to a bidder. 

• Some NGA-BACs include companies with unsatisfactory 

performance in tendering activities. 

• There are cases where prospective /qualified bidders are not 

informed about the bidding to ensure that only the favored bidders 

participate.  The practice can be selective and discretionary. 
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• Sometimes NGAs employ strict bidding rules, which are not 

specified in R.A 9184 and the requirements of which only few can 

comply with. 

• Sometimes “Call for Tenders” are published inconspicuously to limit 

the participation to favored bidders. 

• Short-listing of bidders using biased ratings favor the chosen group 

of bidders, some of which are not perfectly qualified. 

• Extending or re-scheduling the original bidding schedule to favor 

some bidders. 

• Soliciting gifts from suppliers/contractors in exchange for favors 

related to tendering activities. 

• Insertion of documents altering the bid amount. 

• Favorably considering the wrong specifications submitted by 

bidders.   

• Connivance of supplier (for repair shop-vehicle) with the drivers. 

• Connivance in the preparation of acknowledgement receipt from 

the property section with the level users.  

• Supplier threatens the BAC Secretariat or gives bribes. 

• During the inspection of goods, inspectors make suppliers feel a 

need to bribe or give gifts to them in exchange for facilitating 

inspection or they intentionally delay the process to force suppliers 

to bribe or give gifts to them in exchange for facilitating inspection. 

• End-user accepting deficient delivery of product or service, 

certifying full compliance with contract obligations and 

specifications, in exchange for money or other considerations. 

• Ghost deliveries happen and the end-user and supplier collude. 

• Supplier delivers items directly to the end-users, and not to the 

warehouse or office. 
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What areas in procurement are most prone to corruption?  

 

The Focus Group Discussions also identify the following critical risk areas in 

procurement: 

 

• Specifications Setting.  There is a lack of guidelines in formulating 

specifications of goods, civil works and services. End-users 

experience difficulty in drawing up specifications because they are 

not allowed to use brand names under the GPRA.  Nonetheless, 

inexperienced end-users often end up seeking the services of 

suppliers (who by default, will later be the winning bidders) to draw 

the specifications.  

• Choosing the Mode of Procurement.  RA 9184 provides for some 

instances where other modes of procurement can be utilized by 

the end-users in procuring goods and services.  Corruption is easier 

to do in the other modes of procurement than in public 

competitive bidding. 

• Evaluation.  The discretion to choose a rating scheme for 

evaluating bids rests with procurement officials. Arbitrariness in the 

assessment often favors a selected bidder. 
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3    

Addressing Corruption 
 

Whose business is it to curb corruption? Which sectors and entities should 

be involved in addressing corruption? What should their respective roles 

be? 

 

The literature on corruption, and anti-corruption conventions and 

agreements unambiguously maintain the need for a multisectoral 

collaboration in addressing corruption. For example, the United Nations 

Convention Against Corruption does not only emphasize the need for 

states to cooperate with each other but also for governments to have the 

support and involvement of civil society. The World Bank and the Anti-

Corruption Action Plan for Asia and the Pacific espouse the same 

collective action.   

 

Curbing corruption is thus everybody’s business. However, existing 

mandates as well as varying interests and capabilities determine the 

nature and extent of participation of individuals and sectors in anti-

corruption efforts. In general the following describe the roles assumed by 

specific sectors: 

 

• Government – It is expected to be the lead convener of anti-

corruption forums and efforts for two reasons. First, it has the mandate 

to protect public interest and well-being and oversee the 

socioeconomic development of the country, all of which are directly 

imperiled by corrupt practices.  Second, legal and institutional 

frameworks for preventing and combating corruption are within 

government control. However, since the political leadership and the 

civil service are frequently the target of such moves, government 
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should strengthen its political will to be able to take the lead in anti-

corruption reforms.  

 

• International and regional organizations – The members should 

consolidate their resources and coordinate their efforts to prevent the 

effects of corruption from acquiring a transnational scope. They also 

provide the forum for the drafting and signing of anti-corruption 

conventions and agreements.  Through compliance monitoring, these 

conventions and agreements are ideal springboards for 

benchmarking and standard setting because these international 

organizations have the jurisdiction, mandate, and technical 

capabilities to undertake such tasks. 

 

• Professional and industry-specific organizations – To uphold the 

principles of integrity and transparency, they should participate in the 

formulation of rules and standards for specific professions and 

industries.  Specific examples are bar and accounting associations 

and chambers of commerce.  

 

• Civil society – It broadly covers the general public and non-

governmental entities that have built a track record on advocacy 

work. It has been observed that many civil society organizations can 

actually participate in anti-corruption efforts even without being 

organized for that purpose primarily because the negative effects and 

costs of corruption are borne by the general public. Examples are the 

church, family, gender, and community groups.  

 

The Transparency International Source Book observes:  

 

“ … the private sector is coming to see itself more as a part 
of civil society than it has in the past. In the pursuit of profit, 
private sector players are simply self-serving; however, when 
they address community and society objectives and enter 
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into coalitions with others to pursue a wider public benefit, 
they are acting as a civil society member. “ 

  

• Academe - In an effort to be upright and in pursuit of excellence, the 

academe should contribute to anti-corruption efforts through 

education, training, research, monitoring, and advocacy work.  

 

It is interesting to note that with the exception of the government sector, 

business could actually situate itself in the efforts of international and 

regional organizations, professional and industry-specific organizations, 

civil society, and the academe. These possibilities point to the strategic 

position and role of business in anti-corruption efforts, denoting both a rich 

opportunity and serious responsibility.  

 

What principles should underlie anti-corruption efforts? Where are these 

principles articulated?  

 

In 1999, former World Bank Country Director Vinay Bhargava prefaced his 

proposed Nine-Point Approach to Fighting Corruption in the Philippines as 

follows: 

 

“Drawing upon our global experience and the Philippine-
specific analysis, we recommend that a national strategy for 
fighting corruption in the Philippines should focus on 
reducing opportunities and motivation for corruption and 
should make corruption a high-risk, low-reward activity.”  
(emphasis supplied) 

 

This broad guide is correctly premised on efficiency considerations, which 

should be sustained by certain principles that are collectively the 

antithesis of corruption. A perusal of landmark conventions and 

agreements on anti-corruption, and which the Philippines is a party to, 

sheds light on these principles.  
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A sampling of provisions follows (emphasis supplied):  

 

1) From the United Nations Convention Against Corruption: 

 

On preventive anti-corruption policies and practices: 

 

“Each State Party shall, in accordance with the fundamental 
principles of its legal system, develop and implement or 
maintain effective, coordinated anti-corruption policies that 
promote the participation of society and reflect the 
principles of the rule of law, proper management of public 
affairs and public property, integrity, transparency and 
accountability.” (Chapter II, Article 5) 

 

On the public sector: 

 

“Each State Party shall, where appropriate and in 
accordance with the fundamental principles of its legal 
system, endeavor to adopt, maintain and strengthen 
systems for the recruitment, hiring, retention, promotion and 
retirement of civil servants and where appropriate, other 
non-elected public officials, that are based on the principles 
of efficiency, transparency and objective criteria such as 
merit, equity, and aptitude.” (Chapter II, Article 7)  

 

On codes of conduct for public officials: 

 

“In order to fight corruption, each State Party shall promote, 
inter alia, integrity, honesty and responsibility among its 
public officials, in accordance with the fundamental 
principles of its legal system.” (Chapter II, Article 8) 

 

On the private sector. The principles which have specific reference to 

preventing corruption involving the private sector are embedded  in the 

enumeration of recommended measures: 

 

“ (a) Promoting cooperation between law enforcement 
agencies and relevant private entities; 
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(b) Promoting the development of standards and 
procedures designed to safeguard the integrity of relevant 
private entities, including codes of conduct for the correct, 
honorable and proper performance of the activities of 
business and all relevant professions and the prevention of 
conflicts of interest, and the promotion of the use of good 
commercial practices among businesses and in the 
contractual relations of businesses with the State; 
 
(c) Promoting transparency among private entities, 
including, where appropriate, measures regarding the 
identity of legal and natural persons involved in the 
establishment and management of corporate entities; 
x         x          x 

 

2) From the Anti-Corruption Action Plan for Asia and the Pacific: 

 

The Action Plan establishes three so-called pillars, each advocating a 

general course of action. Each pillar, in turn, espouses a set of specific 

principles and measures. The pillars and principles are enumerated below: 

 

Pillar 1 - Developing effective and transparent systems for public service 
 

Principles: integrity in public service 
accountability and transparency 

 

Pillar 2 - Strengthening anti-bribery actions and promoting integrity in 
business operations 

 
Principles: effective prevention, investigation and prosecution 

corporate responsibility and accountability 
 

Pillar 3 - Supporting active public involvement 
 

Principles:  public discussion of corruption 
access to information 
public participation 
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3) From the United Nations Global Compact: 

The Tenth Principle: 
 

“Businesses should work against corruption in all forms, including 
extortion and bribery.”  

 

4) From the Pacific Basin Economic Council (PBEC) Statement on 

Standards for Transactions Between Business and Governments: 

 

The preamble states: 

 

“Integrity, transparency, and accountability in the awarding 
of government contracts and permits, in tax matters, in 
environmental and other regulatory matters, and in judicial 
and legislative proceedings are necessary for a productive 
economy and an open and predictable trade and 
investment climate. Integrity, transparency, and 
accountability strengthen the efficient management of 
enterprises, facilitate the operation of open, competitive 
markets, and bolster consumer welfare. x   x   x” 
 

“Recognizing the strong linkage between good governance 
and economic growth and the need for prompt and 
effective action, PBEC advocates zero tolerance for 
infringements on transparency in business-government 
transactions. x   x   x” 

     

5) From Republic Act No. 3019: 

 

The statement of policy reads: 

 

“It is the policy of the Philippine Government, in line with the 
principle that a public office is a public trust, to repress 
certain acts of public officers and private persons alike 
which constitute graft or corrupt practices or which may 
lead thereto.”  
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How should these principles find their way to anti-corruption programs?  

 

A sound anti-corruption program and its measures should embody and 

operationalize the principles enumerated above. Although changes 

could be subsequently enforced, these changes should be determined 

based on the same principles.   

 

Broadly, what should be kept in mind in the design of an anti-corruption 

program?  

 
It is noted here that the anti-corruption programs discussed in this section are 

those at the national level, primarily implemented by the government with the 

participation of other sectors. While this Handbook is primarily for the use of 

business firms, discussion of programs at the national level is nevertheless 

deemed important.  

 

First, anti-corruption programs at the sub-national level and the firm level should 

find directions and strategies from national and more comprehensive programs. 

Subsequent revisions could be prompted in the same manner. This makes for an 

integrated strategy with all players certain of their roles and expected 

contributions. Second, the drafting of anti-corruption plans is an ideal 

participatory activity. This macro-perspective would serve business well as it 

prepares its contributions to national anti-corruption programs.  

 

The next section, The Firm as an Anti-Corruption Agent, is devoted to the 

discussion of anti-corruption programs at the firm level.  

 

The design of World Bank Institute’s course entitled, Controlling Corruption: 

Towards an Integrated Strategy, interestingly parallels the phases on the 

exercise of designing anti-corruption programs. They are: 
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• The initial phase is where assessment and diagnostics are carried out, 

followed by the strengthening of political will and building of broad 

coalitions; and  

 

• The phase where the substantive areas of reform are identified and 

individually considered. These areas could be the judiciary, public 

procurement, financial management, civil service, customs, media, 

parliament, and local government.  

 

For the initial phase, a couple of points in Transparency International’s 

Source Book are worth pondering: 

 

• Any reform aimed at containing corruption should consider the 

perspectives of leaders and persons in authority. 

 

• The public should be made aware of what acceptable behavior is 

and what the costs of corruption are.  

 

Is there such a thing as a menu of anti-corruption measures, which 

policymakers could refer to?  

 

There could probably be as many menus as there are studies about 

corruption, and an exhaustive list would be evasive. For a quick sampling 

of measures, the following list is presented. It is drawn from the USAID 

Office of Democracy and Governance Handbook on Fighting Corruption. 

 

1) Institutional measures 

 

For limiting authority: privatization, liberalization, competitive 

procurement, competition in public service 
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For improving accountability: freedom of information legislation, open 

budget process, financial management systems and audit offices, anti-

corruption agencies, legislative oversight, hotlines, whistle-blower 

protection, judicial reform 

 

For promoting ethical behavior in public service: active human resources 

management, fair compensation systems, performance-based incentives 

 

2) Societal measures 

 

Use of surveys. Surveys are useful for diagnostics and assessment of 

problems associated with corruption. They facilitate indirect probing of 

sensitive issues, such as dissatisfaction over service delivery systems.  

 

Public relations campaigns. These help cultivate public awareness of its 

rights and the benefits of eliminating corruption.  

 

Investigative journalism. This is a powerful means of putting pressure on 

erring entities. It also requires a free press and competent, trained, and 

responsible journalists.  

 

Supporting civic advocacy organizations. These groups have proven to 

be vital partners in promoting ethical practices.  

 

Is there an ideal mix of measures in an anti-corruption program? 

 

As with any political and social phenomenon, corruption is a dynamic 

process. The mix of measures, the sequence of their implementation, and 

the structures that would best implement them would vary across 

countries and across time.  
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What would be the elements of a sound anti-corruption program for the 

Philippines?  

 

Combating Corruption in the Philippines enumerates some strengths in the 

country’s anti-corruption efforts. They are useful in determining future 

directions and provide hints on program design: 

 

• In the past decade, policy and regulatory reforms have reduced 

opportunities for corruption.  

 

• The country meets several preconditions for a successful anti-

corruption campaign: 

1) A vibrant civil society and media 

2) A legal framework and institutions with anti-public sector corruption 

mandates 

3) Sufficient knowledge and understanding of the problem of 

corruption in the country 

 

The same document presents the Nine-Point Approach for Fighting 

Corruption in the Philippines. Its key elements are as follows: 

 

• Policy reforms and deregulation to reduce opportunities for corruption 

– The targeted areas should be particularly interesting and highly 

relevant to business – tax policy, regulation of infrastructure services 

and public utilities, and corporate finance reform (particularly in the 

financial services area). 

• Reforming campaign finance – Unabated participation by business, 

which has the resources for campaign finance, creates “dysfunctional 

incentives” that impinge on the efficiency and effectiveness of the 

public sector.  

• Increasing public oversight 

• Reforming the budget process 
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• Improving meritocracy in civil service 

• Focusing on selected departments and agencies – These should be 

selected based on public priority concerns. Identifying “quick wins” in 

each area will give an anti-corruption program good momentum.  

• Strengthening sanctions for corruption 

• Developing partnerships with the private sector 

• Supporting judicial reform 

 

More is said about public - private sector partnership. It is imperative for 

anti-corruption efforts to include the private sector for two reasons. First, it 

is a major source of funds for corrupt activities. Second, private sector 

involvement is a way of pressuring the sector to practice good ethics and 

maintain high standards of behavior.  

 

The Nine-Point Approach suggests the following activities in a government 

- private sector partnership: 

 

• Private sector involvement in designing anti-corruption strategies in the 

so-called vulnerable areas. These are customs, taxation, industrial 

policy, infrastructure, and investment  

• Dialogues on addressing bribery 

• Determining and practicing higher standards of corporate 

governance 

• Developing and implementing company codes of conduct and 

ensuring proper support such as internal control mechanisms, 

personnel training, and sanctions.  

• Ensuring transparency through accounting and auditing rules and 

standards.  
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Are there guidelines for implementation? 

 

Combating Corruption in the Philippines states that “having a good anti-

corruption strategy is a necessary but insufficient condition for progress – 

effectiveness in implementing the strategy will be a key determinant of 

success”. The document identifies six recommendations: 

 

• Appointing strong leadership and management 

• Convening a multisectoral advisory group 

• Developing a sequenced action program 

• Immediate implementation of programs in the priority agencies 

• Upgrading the capacity of anti-corruption institutions 

• Initiating intergovernmental and inter-institutional efforts 
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4 

The Firm as an Anti-Corruption Agent 
 

The corporate crises that shook the United States and other developed 

countries at the start of the millennium spoke of deep-rooted weaknesses 

in the governance and management of corporations.  

 

Needless to say, these crises shook investor confidence worldwide. As a 

result, evolutionary reform processes commenced and continues to this 

day.  

 

Several independent agencies proposed new legislation and regulations 

on corporate governance. Many consider the summit to be the Sarbanes-

Oxley Act of 2002, which protects investors by ensuring that disclosures are 

properly made in pursuant to securities laws.  

 

Another view on corporate governance suggests that it should 

encompass both the traditional profit bottom line and the expanded 

social bottom line of firms. The Corporate Governance Framework of the 

Asian Institute of Management - Ramon V. del Rosario Sr. Center for 

Corporate Responsibility (AIM-RVR Center) suggests several key drivers. 

 

The firm exercises its traditional concern over its strategy and operations 

primarily through the value chain management system. The objective is to 

address shareholder concerns, among them dividends, growth and 

returns, and in some cases, labor relations. Herein lies the traditional place 

of corporate governance. The board is the agent of the shareholders; in 

turn, it oversees its own agent, which is the firm’s management.  
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Within the environment of the firm’s operations, there is a need to consider 

the community, government, multilateral organizations, and larger 

society. Thus, 

 

• Firms have placed a premium on community relations and have taken 

initiatives to address the needs of specific communities. This may be in 

the form of “active” partnerships and “passive” philanthropy.  

 

• Governments exercise regulatory and enforcement functions locally 

and globally. Multilateral organizations, both non-government and 

public, are actively advocating issues on social accountability, codes 

of conduct, and the like.  

 

• Societal demands on the firm are increasing, in part because the 

government of a developing country is often overwhelmed by the 

needs of its citizens. Demands may come in the form of public goods 

and services as well as intangibles, such as human rights and the rule 

of law.  

 

The above framework generalizes a worldwide development observed in 

Transparency International’s Source Book: 

 

“Standards of corporate governance are being developed to 
provide greater protection, not only for corporations and their 
shareholders, but for all those who have a stake in the success of 
the private sector, which includes just about everyone.” 

 

What then, is the link between corporate governance and corruption? 

 

Good corporate governance prevents corruption, or at the very least, 

limits its negative effects. Good corporate governance is grounded on 

socially acceptable principles, promotes honest and responsible 
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behavior, and adheres its practices to the letter and the spirit of the law. 

Collectively, these are the antithesis of corruption.  

 

The World Bank Poverty Reduction and Economic Management (PREM) 

Network’s notes on Implementing Anti-Corruption Programs in the Private 

Sector, states that good governance is a prerequisite to anti-corruption 

programs. It also remarks that, “the increase in anti-corruption programs in 

the private sector coincides with the recent global focus on corporate 

governance.” 

 

What typical scenarios do we have of a private firm being involved in 

corruption?  

 

The Transparency International Source Book notes that the activities of the 

private sector, which could lead to corruption take place in “two quite 

separate arenas.” There could be corruption involving public officials and 

corruption wholly within the private sector.  

 

The Source Book states that, “corruption of public officials is explicitly or 

implicitly illegal in every country which has a legal system, therefore it 

should not be an option for any private sector company.” 

 

Corruption in the private sector needs more elucidation. It is more often 

subject to heated debate and could still benefit from more research, 

documentation, and articulation. Two of the most common corrupt 

practices are bribery and occupational fraud. In turn, the major areas 

where private sector bribery could occur are procurement, 

distributorships, access to proprietary technical and commercial data, 

financial industry, and even scrap disposal.  
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What are the components of a sound corporate anti-corruption strategy?  

 

In Implementing Anti-Corruption Programs in the Private Sector, the World 

Bank advocates for a compliance system with three components, 

namely,  

 

• A company code of conduct,  

• Training and dissemination procedures, and 

• Information and support systems.  

 

Although anti-corruption programs worldwide are adapted to specific 

cultures, they invariably have these three components. Each one will be 

tackled below.  

 

The Company Code of Conduct 

 

The drafting of a company code of conduct starts with the identification 

of the values that a firm should espouse. And the firm’s vision and mission 

also play a role in drafting the code. The participation of the board, 

management, and workforce in the formulation of values statements is 

imperative since they are expected to carry out the provisions of the 

code.  

 

As the World Bank PREM Notes highlights, in-house surveys and discussions 

are good starting points for the determination and articulation of 

company values. The same activities could be carried out when 

periodically reviewing codes for relevance.     

 

The PBEC Statement on Standards for transactions Between Business and 

Governments adds that the provisions of company codes of conduct 

should be consistent with the applicable laws in the economy.  
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The effectiveness of company codes of conduct is necessarily a 

paramount concern. The Transparency International Source Book 

cautions that codes of conduct should be the means, rather than the 

ends in themselves. It also describes the spectrum that company codes 

could be situated in: 

 

“…The least useful are those which are limited to well-intentioned, 
but vague expressions of principle. The most effective are those 
which are specific in their descriptions of what employees are not 
allowed to do on behalf of the company. The best are those 
which are not only specific, but also require an annual or six-
monthly signature from the chief executive to confirm that they 
have been observed in every aspect.” (emphasis supplied) 

 

The Philippine Experience  

 

In 2004, the RVR Center and the Hills Governance Center prepared a 

paper on Reforming Corporate Governance in the Philippines by 

Engaging the Private Sector. One major section of the paper deals with 

the development of the corporate code of conduct as promulgated by 

the Philippine Securities and Exchange Commission.  

 

The following excerpts provide information and insights on the Philippine 

experience in the drafting of such codes.  

 

“…  A weak regulatory framework circumscribed the power of 
enforcement to ensure compliance. The combination of these 
factors made for an undesirable environment in terms of 
accountability, and transparent mechanisms for good 
governance… The Philippines embarked upon the winding journey 
of corporate and financial reforms in 2000. The process was put 
into motion by the Central Bank of the Philippines (the Bangko 
Sentral ng Pilipinas, BSP) when it created the Central Monetary 
Authority, an act that enabled the BSP to impinge upon a poorly 
regulated system vulnerable to political influences.”  

 

Concurrently, the Securities Regulation Code of 2000 was put into 
place, backed by a World Bank review of standards on corporate 
governance in 2001 and the formation of the Capital Markets 
Development Council, as mandated by the President.  
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The BSP and SEC consequently lead the corporate governance 
reform effort in the Philippines. The predominant issues at hand 
were based on globally-accepted good governance principles, 
namely protection of stakeholder rights; commitment to installing 
sound corporate governance structures (accountability and ethics 
in business practices); effective board governance (to uphold 
shareholder value); transparency and disclosure in financial and 
non-financial reporting; and the external audit function. The locus 
of initial reforms by the BSP and SEC focused on all-out 
compliance… 
 
… The Philippine corporate sector has received the Code of 
Corporate Governance with varying degrees of enthusiasm, citing 
the SEC’s over-reliance on OECD-style corporate governance best 
practices in formulating its basic tenets. According to Manuel V. 
Pangilinan: ‘A number of new regulations and laws in the 
Philippines are what we call aspirational, which tend to be – at 
least for the moment, not at par with the reality of Philippine 
business.’ 
 
… The majority of corporations have adopted the Code at a 
minimum compliance level… Antonio G. Pelayo, Vice-President for 
Finance at the Petron Corporation believes that: ‘We can adopt 
the best practices of the US and Europe, but they may not 
necessarily work in the Philippines – and you cannot implement all 
the practices you would like to implement from day one – there 
must be a transition.’ (emphasis supplied.) 
 
Lilia R. Bautista, (then) the Commission’s Chairperson and chief 
architect of the Code, iterates that the Code’s aims are positive 
and is confident that the active promotion of corporate 
governance in the country will raise investor confidence, develop 
capital markets and achieve sustained economic growth. ‘We 
have to admit that we lack capital resources, and to improve and 
mobilize, we have the confidence of investors – both domestic 
and foreign – in our markets.’” 

 

As the preceding quotations imply, the government, for various reasons, 

felt compelled to provide a code of conduct on the corporate sector. 

Discussions are continuing on implementing the code and the dialogue 

appears encouraging.  
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Training and Dissemination Procedures 

 

The board, management, and workforce of a firm should participate in 

the drafting of a code of conduct. Thus, they should be familiar with its 

practical application, which are based on actual company experiences. 

Case studies can be used as training materials. 

 

The World Bank PREM Notes states that senior executives and employees 

performing critical functions, such as sales and procurement, need more 

critical training. Affiliates, joint venture partners, and suppliers should 

likewise be asked to join these training sessions.  

 

Information and Support Systems 

 

Information and support systems primarily serve as warning systems. As 

such, they are the most contentious component of a corporate anti-

corruption strategy. Hotlines and whistleblower protection should be 

established and implemented. Hotlines should also be used not only to 

report erring officials and employees, but also to seek counsel in making 

decisions in a potentially corrupt situation.  

 

What is the role of the board in a company’s governance reforms and 

anti-corruption strategies?  

Consider the following five principle tenets of good governance. 

First, a commitment to disclosure and transparency of information ensures 

a corporation’s accountability to its investors and other stakeholders and 

benefits the firm because the commitment inspires trust, confidence and 

credibility and allows shareholders and would-be investors to make 

informed decisions. 
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Second, with regard to checks and balances, the system of internal 

control should be embedded in the operations of the company and form 

part of its culture. The emphasis on director independence serves to 

ensure independent judgment on Boards to help corporations prosper 

and evolve. The presence of competent and genuinely independent 

directors is the market’s signal mechanism. It conveys that the corporation 

is serious about protecting the rights of all shareholders and the integrity of 

the company. 

Third, regarding effective board structures, and their size and composition, 

the number of members on the Board must allow for meaningful and lively 

discussion and efficient decision-making. Smaller boards have the benefit 

of facilitating discussion and interchange of ideas, while the composition 

should be dispersed between shareholders, management and an 

appropriate number of independent directors (at least 25 percent of the 

Board). 

Fourth, according to Arthur Levitt, a former SEC Chairman; “Qualified, 

committed and tough-minded audit committees represent the most 

reliable guardians of public interest.” 

Fifth, an effective board structure requires a solid Selection and 

Compensation Committee because excessive executive compensation is 

one of the leading issues in the governance debate and the issue of how 

to align executive compensation with stock performance has not been 

adequately tackled. The Committee tasks include: 

 

� Designing a compensation package that will attract, motivate 

and retain the right senior executives 

� Deciding whether to expense options and equity compensation 

� Nominating, selecting, training, and evaluating directors 

� Designing effective orientation programs for new directors 
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Governance revolves around the “agency issue,” e.g., the management 

is an agent of the board and the board is an agent of the shareholders, 

and the issue has expanded over the years with the evolution of 

governance. The agency issue is necessarily related to the cycle of 

control (Professor Leonardo R. Silos, Corporate Governance and Control, 

AIM, 23 February 2004): 

 

“The concept of the control function of the Board of Directors over 
the management, if generalized is problematical. For if, as a 
general control principle, one agency needs to be controlled by 
an external agency to it, the question arises: what external agency 
will control the Board of Directors? The problem does not stop 
there. What agency will control the external control agency that 
controls the Board of Directors? The series does not stop...The 
concept of a self-contained control system seems to skirt the 
problem of the unending series of one agency controlling another. 
It is a circular, cybernetic, self-learning system.” 

 

What is the role of top management? 

 

The Board provides the vital link between owners and managers. It is 

concerned with the short-term success and long-term competitiveness of 

the corporation. They also ensure that a corporate strategy is developed, 

implemented, and carried out. The CEO and top management must 

focus on managing the Enterprise through an ever-changing business 

climate, by designing a cohesive strategy—one that describes how value 

will be created for shareholders, and then effectively communicating 

strategy to the Board. The responsibilities of the Board and top 

management are designed to be complementary in nature – to enhance 

and protect shareholder value through fair and equitable treatment, 

equal access to all publicly-released information on financial standing of 

the company. Shareholders can then question the Board and 

Management about profits and disclosure of information, and related 

issues. 
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However, in the Philippines, and in many Asian countries, the distinction 

between the Board and Management is blurred, especially in family-

owned/controlled corporations. For instance, the positions of Chairman 

and CEO are held by the same person. The Board and Top Management 

are therefore engaged in a fine “balancing act” where the oversight and 

strategy tasks overlap. 

 

What else about Asian and Philippine corporate culture and conditions 

should be factored into governance reforms and anti-corruption 

strategies?  

 

According to Mr. Washington Z. SyCip, Chairman of the AIM Board of 

Governors, Chairman of the AIM Board of Trustees, Chairman of the AIM-

Scientific Research Foundation Board of Trustees and Board Member of 

the AIM-Hills Governance Center Board of Advisors (Managing Corporate 

Governance in Asia Conference, September 4, 2004): 

 

 “We are all here to talk about the emerging structure of 
Corporate Governance in Asia and about global standards and 
local practices. The challenge before us is whether we will take 
standards that are applicable globally and apply these in a 
manner that they will take into account different stages of 
economic development, together with differences in culture and 
practices. At the same time, we need to ask ourselves whether we 
really want to adapt these standards to our local setting. Ideally a 
set of standards should be based on the needs of a country and 
should not hamper economic growth.”   

 

He went on to outline six fundamental differences between Asia and “the 

West”: 

• The role of government as the visible hand that guides 

economies 

• The role of business as an active partner in nation building 

• The structure of business where economic power is 

concentrated by dominant shareholder groups 
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• The current business environment wherein professional 

managers are not yet displacing owners from positions of 

corporate control 

• The cultural differences that emphasize harmony and 

relationships as the foundations of doing business 

• The different stages of development of capital markets in Asia  

In the Asian financial environment, publicly-traded corporations are not 

necessarily widely held and most bourses in the region require only 20-25 

percent as the minimum shares to be floated in the market. It thus reduces 

transparency and increases control by the non-traded block of shares. 

 

The Asian Business Council’s Corporate Governance Task Force states 

that: 

“Asia is a continent of great diversity and Asian business systems 
reflect this diversity.  Domestic markets range from the world’s 
largest to among its smallest.  Certain economies are among the 
most developed and industrialized to those still largely 
agricultural.   There are great differences between and within 
economies in Asia in terms of market structures and economic 
development. 

Governments have strong presence in many Asian economies 
playing one or all of the following roles as regulator, shareholder, 
and political agent. 

The character of Asian Business also reflects certain dynamics 
common across different economies.  Economic power is 
concentrated in dominant shareholder groups in many cases.  In 
smaller economies, large enterprises play a strategic role in the 
economy necessitating government protection in the name of 
national interest.  Conglomerates, in many country cases, are 
created in a manner where the control rights over subsidiaries 
that are in excess to actual cash flow rights.  This is achieved 
through pyramid structures and/or cross-holdings in favor of 
dominant shareholders where investor protection is weak in legal 
enforcement. 

In Asia, certain realities underscore business systems.  These 
realities include: 
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o Concentrated share ownership in dominant 
shareholder groups including families, related interests, 
or government.  (The World Bank notes that affiliation 
with a corporate group is common in East Asia but 
nonexistent in the United States and many other 
developed countries). 

 
o Capital markets at different levels of development 

and maturity.  (While providing significant capital for 
large firms, capital markets are not readily available to 
the majority of small and medium enterprises in most 
economies). 

 
o Bank-led or external finance as a major source of 

funds of most Asian firms. 
 
o Relationships in business as being as important as 

formal contractual arrangements among Asian firms 
or for doing business in Asia. 

 
o Disclosure standards that need to be upgraded in 

most Asian economies. 
 
In Asia, there is also the recognition of a societal role that business 
is expected to play.  The stakeholder view of Business sees the 
corporation as providing protection and extending respect 
towards different stakeholders many times in a paternalistic 
manner as manifested by such practices as life-long employment 
(though since declining in practice).  

 

Corporate citizenship sees the importance of individuals 
practicing corporate responsibility towards bettering society.  
Corporate philanthropy is the most common manifestation of this 
worldview often serving as an extension of individual citizenship.  
Philanthropy in Asia is many times characterized as a form of 
repayment to society for successes earned or gained earlier in 
one’s career and a legitimate and important way of 
redistributing wealth in society. 

 

Political stability and economic development are viewed as two 
factors essential for the development and survival of strong 
states.  Business is therefore expected to play a key role in nation 
building in East Asia.  Strong Government-Business 
connections/relations in many Asian economies, both developed 
and developing, are viewed as necessary to ensure that (a) 
stable political regimes are created to ensure economic growth, 
and (b) limited economic resources are channeled to areas of 
the economy that can grow and support political regimes 
against external and internal threats. 
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In Asia, publicly-traded corporations are not necessarily widely-
held.  There are large differences across Asia.   In Japan, less than 
10 percent of listed corporations are controlled by families, while 
nearly 80 percent are widely-held.  In Korea and Taiwan, 
however, families control 48 percent of corporations while the 
percentage is even higher in Thailand (62 percent) and Malaysia 
(67 percent).  For widely-held companies, the classic agency 
issues between investors and managers arises with the latter 
enjoying superiority in terms of information for decision-making.   
Key governance concerns include the protection of minority 
shareholder rights, oversight and control over management, 
particularly the chief executive officer (CEO), and the issue of 
appropriate compensation and benefits for executives and 
directors that do not expropriate value at the expense of 
shareholders.” 

 

There are two potentially different paradigms for assessing governance in 

Asia. Consider the two business realities in Asia and two paradigms for 

corporate governance with the same end in mind. 

 

Governance Principle Widely-held Corporation Dominant Shareholder
Checks and balance 
mechanisms 

Expropriation of value by 
management 

Expropriation of value by 
dominant shareholders 
(who in turn control/are 
management) 

Disclosure Presentation of timely and 
material information 

Access to material 
information 

Provision of independent 
views (Board level) 

Independent view of the 
Board 

Independent views on the 
Board  

Role of committees Check management Check dominant 
shareholder (who is also 
management or controls 
management) 

  

Since most of the firms in the Philippines are small and medium enterprises 

(SMEs), what is the state of corporate governance among these SMEs? 

  

In some sense, the current thrust on good governance represents 

“preaching to the converted”—among others, the large, local 

conglomerates that have already incorporated corporate responsibility 

(and governance), the multinational corporations in the Philippines that 
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are already held accountable by their corporate headquarters, and firms 

listed in the NYSE, with its own compliance code for good governance. 

 

Governance practices still have to “cascade downwards” to the majority 

of Philippine firms—mainly small and medium enterprises (SME). 

 

A cursory exploration of SMEs arrived at the following conclusions: 

 

• SMEs do not distinguish between board-level governance and top 

management strategy. There is no “Chinese wall” separating the two 

levels, especially since SMEs are either entrepreneurial or family firms.  

 

• Nevertheless, SME governance particularly in family firm has shown signs 

of improvement over the last generation, partly because the children 

of the founders often take MBAs where they are introduced to 

corporate governance. 

 

• Unfortunately, the quest for improved governance takes second priority 

to ensuring the firm’s competitiveness and growing profitability. The 

limited exercise of governance appears further confined to periods of 

success. 

 

• Family firms go through a transition process involving succession, 

professionalism, and governance. Note that governance is the last-

stage of the transition process. 

 

Separation of powers in general does not exist among SMEs. The founder-

entrepreneur often knows everything about the business, and equally 

often takes over the major management functions of finance, production, 

marketing, and personnel. One reason lies in the founder-entrepreneur's 

personal psychology for dominance and control. Another reason is the 

small size of the enterprise at the start-up stage of growth. It cannot afford 
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too many (expensive) professionals. Unfortunately, as the enterprise grows, 

the founder-entrepreneur often cannot overcome his or her previous 

management style.  

 

Therefore, even as the firm grows and more professionals enter the 

organization, the founder-entrepreneur still sets the firm’s strategic 

directions. The founder-entrepreneur as CEO, by virtue of ownership, is 

also the Chairperson of the Board. He performs both the governance and 

the operating roles for the firm. Family members occupy both the board 

of directors and the top management positions. Furthermore, family 

members, almost by definition of family roles, must be subservient to the 

decisions of the parent-founder. Unfortunately, big firms sometimes 

continue to act as though they were still small, struggling firms, and do not 

improve on governance. 

 

However, you will note that the above problems apply to large, listed 

companies and SMEs. Indeed, fortunately for governance but 

unfortunately for the SME, the latter often cannot take refuge under the 

“moral hazard” argument. For example, a large firm with over-extended 

debt in danger of bankruptcy might receive concessions from the banks 

and/or the government financial institutions because “it is too big and too 

important to fail.”  

 

The large firm thus can take more risks because it can count on leniency, 

if not outright protection, should its expansion or investment decisions 

prove wrong. On the other hand, the SME may lack the visibility or political 

clout to be worthy of attention. 

 

Relatively speaking, governance improves with the passage of time, as 

small firms grow larger, for the following reasons: 
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• Growth often strains the capacity of the SME to finance expansion from 

internal sources. At some stage, the SME “graduates” from making 

deals with its “friendly banker” to negotiating with a consortium of 

banks usually led by a multinational bank. The latter requires greater 

professionalism on the part of the SME, such as submitting financial 

statements, doing a project feasibility study, defending the assumptions 

of cash flow projections, and so on. Larger size tends to develop at 

least the trappings of professionalism and good behavior, Enron 

notwithstanding. 

 

• Growth also often forces an increase in the firm's capital or equity base, 

a by-product of the Asian Crisis, where firms large and small were 

demonstrably undercapitalized and over-leveraged. Public listing in the 

stock exchange carries with it the requirement for somewhat more 

transparency—issuing financial statements and disclosures, 

documented minutes of meetings, rulings and limits on DOSRI (directors, 

officers, shareholders and related interests) dealings, etc. While listing is 

no assurance of good governance, much like the ISO certification, it 

provides a first step in the path towards good governance. 

 

• For export-oriented firms, the SME tends to grow rapidly once it 

becomes a permanent sub-contractor of a large corporation’s global 

supply chain. Global corporations prefer to keep a network of reliable 

suppliers rather than switching solely on the basis of price. However, the 

price for increased growth is increased scrutiny by the large firm’s 

export agents or representatives. At minimum, these agents demand 

greater transparency in the use of funds, for example, for the letters of 

credit, in order to ensure prompt delivery and to prevent diversion of 

funds to uses unrelated to the export order. 
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• Over time, as the SME expands, it undergoes a “learning curve” with 

respect to looking after minority shareholder rights-- for the following 

reasons: 

 

o Growing SMEs sometimes take in minority partners who provide 

technical or marketing expertise. The founder-entrepreneur and 

the board thus become more comfortable with “dealing with 

outsiders.” These minority partners have a stake in the success of 

the business so they are actively involved in both governance and 

strategy. Moreover, since they enter with a necessary expertise, 

they have a voice that goes well beyond their minority ownership 

position. 

 

o The growing SME wishing to expand beyond its own local market to 

other developing countries will likely become a minority partner in 

any overseas joint venture/alliance. With the exception of 

government-designated “essential or pioneer industries,” few host 

country governments in developing countries allow majority 

ownership and control by a foreign firm of a local enterprise, even 

if it is a joint venture. The SME thus learns what being a minority 

partner means. 

 

• For family firms, governance seems to improve over time for the reasons 

mentioned above, but also because of the second-generation children 

of the founder-entrepreneur who acquire MBAs. For SMEs, the MBA is 

now an acceptable substitute for the tradition of “learning on the job.” 

 

The conclusion after reviewing the state of governance in both large and 

small firms is that governance has a long way to go. For large firms, they 

are in the “eye of the storm.” For small firms, they are still “under the radar 

screen.” 
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5 

Preparedness of Philippine Firms to Implement  

Anti-Corruption Programs*

 

Prof. Ned Roberto, Ph.D., Principal Researcher of the AIM Business & Social 

Research Desk, with the assistance of the Social Weather Stations and 

staff of the AIM-RVR Center undertook a survey that explored the views 

and attitudes of CEOs on corporate misconduct. This was followed by a 

second wave of surveys that in turn looked into attitudes and perceptions 

of corporate middle managers and rank-and-file employees regarding 

corporate corruption and misconduct. The studies provided useful insights 

regarding both attitudes (ethics-based factors) and policy behavior 

(compliance-based factors) indicating the readiness of Philippine 

companies in carrying out anti-corruption programs. It also points to some 

policy directions that are useful in the design of a company’s anti-

corruption program.  

 

A Discussion on the First Wave of Survey: Looking into the Perception and 

Attitude of Top Management on Misconduct 

 

This First Wave of the Survey conducted by Professor Ned Roberto, Ph.D. 

focuses into the discussion of corporate misconduct based on the 

perspective of a top management executive. It delves into the aspect of 

corrupt behavior that executives perform, their attitude toward the 

misconduct of middle management and rank and file employees, as well 

as the initiatives undertaken in reaction to such behavior. Furthermore, it 

explains the implications of the findings on the issue of corporate 

                                                 
* The text of this section is taken from the executive summaries of Prof. Ned Roberto’s study 
entitled “Corporate Corruption and Misconduct, as Seen by Top Management Executives” 
and “Corrupt Practices in the Private Sector, as Seen by Rank-and-File and Middle 
Management.” 
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misconduct. And, it looks into the possible anti-corruption measures that 

the corporation can undertake to limit the extent of corruption. 

  

 

What are top management executives’ attitudes toward rank-and-file 

misconducts? 

 

1. Senior executives do not have standards by which they measure rank-

and-file misconduct. 

 

Behaviors that are usually seen as wrong are still regarded as “wrong only 

sometimes” by some senior executives. For example, while 89 percent 

regarded temporarily placing company money in personal accounts as 

“always wrong,” four percent saw it as “wrong only sometimes,” and one 

percent saw it as “not at all wrong.” 

 

 

2. Most senior executives do not believe that whistle-blowing will minimize 

or control corrupt rank-and-file practices.  

 

A majority of the respondents (57 percent) think that “it’s OK” to keep 

quiet about others’ misconduct at work. 

 

 

3. Most senior executives believe that doing something inherently wrong 

for a friend or close relative makes it right. 

 

This practice of giving and receiving favors is prevalent in our culture. 

While corporate executives are quick to judge government officials as 

guilty of this cultural (mal)practice, they look the other way when it comes 

to misconduct from within their ranks. 
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4. Senior executives believe that the purchasing, accounting and 

finance, and sales and marketing departments are most guilty of 

corporate misconduct. 

 

In identifying company departments or organizational units that they 

believed to be corrupt, senior executives mentioned the purchasing 

department four times more than they did the accounting and finance 

departments. 

 

What are top management executives’ attitudes toward middle and 

senior management misconducts? 

 

1. As with rank-and-file misconduct, senior executives do not have 

standards by which they measure middle and senior management 

misconduct.  

 

Again, even behaviors that are usually regarded as wrong are still seen by 

some senior executives as “not at all wrong” or “wrong only sometimes.”  

For example, three percent regarded “fixing” the winner of a promo to 

get something in return from the winner as “not at all wrong,” while four 

percent thought that it was “wrong only sometimes.” Eighty-two percent 

of respondents believed that this practice was “always wrong.” If senior 

executives can distort the meaning of “wrong” to protect their own 

interests, it is easy to assume that they would do the same about the 

misconduct of their staff and subordinates. 

 

Columnist Conrado de Quiros of the Philippine Daily Inquirer coined a 

term to refer to this attitude:  M.Q., or “moral quotient.” He rated most 

politicians as having “low to very low” M.Q.s, and would say the same of 

corporate executives if he was to analyze the statistics. 
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2. Most senior executives see accumulating favors as a wise political 

capital investment. 

 

There is a common belief that donating to foundations of well-known 

powerful individuals, with whom corporations will eventually have 

dealings, is “not all that wrong” and may even be good for business. 

Fifteen percent of senior executives see this practice as “not at all wrong,” 

while 26 percent sees donating to prospective business partners are 

“wrong only sometimes.” 

 

Condoning wrongdoings of others in the company because of friendship 

or position/seniority is regarded as “always wrong” by only 56 percent of 

senior executives.  A good five percent of respondents even claimed that 

this was “not at all wrong.” 

 

3. Manipulating corporate documents and financial statements, as in the 

Enron-Andersen case, is believed to be tolerable, or even acceptable, 

under certain circumstances, by an alarming 24 percent of top 

management executives.  

 

The rest believe that tampering with the company’s business records and 

financial results is always wrong. An extreme two percent, however, was 

honest and frank enough to say that, for them, this is “not at all wrong.” 

Overstating one’s assets in order to get a loan was seen as wrong only by 

54 percent of top executives. A significant six percent even sees this as 

acceptable behavior. 

 

4. Top management executives are ambivalent about underhanded 

activities involving their competitors.  

 

The following results support this proposition: 
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• Tampering with or sabotaging a competitor’s product is seen as 

“always wrong” by only 77 percent of top management executives. 

Four percent sees it as “wrong only sometimes,” but three percent 

claim that it is an acceptable practice because it is “not at all wrong.” 

• Likewise, only 64 percent of top management executives believe that 

spreading false information about a competitor is always wrong. Ten 

percent regard this as  “wrong only sometimes,” while three percent 

believe that it is “not at all wrong.”  

• Even the personal lives of competitors’ executives are not spared. 

Spying on competitors or looking into their personal lives is acceptable 

for 22 percent of top management executives. Only 47 percent 

believe that this is always wrong.  

 

These indicators show that politics rears its ugly head even among 

business leaders.  

 

5. Top management executives do not think that transparency in their 

business dealings is important and compelling enough.  

 

Two attitude indicators support this claim: 

 

• Only 42 percent of top management executives believe that full 

disclosure about a product’s faults is necessary. Almost a fifth believes 

that it is not wrong, with 14 percent believing that it is “wrong only 

sometimes,” while a significant five percent claim that it is “not at all 

wrong.” 

• Forty percent of top management executives think that it is all right to 

interfere in their companies’ bidding processes. If they do not like the 

winning bidders, they search for shortcomings that will allow them to 

award the contract to other bidders they favor. Three percent even 

believe that this is acceptable corporate behavior.  
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What are the policy behaviors and responses of top management 

executives to wrongdoings? 

 

1. Most top management executives classify wrongdoings according to 

their severity and/or repetition, and respond to these in stages. (To 

simplify, let us call this the “stages policy approach.”)  

 

Four scenarios define this “stages policy approach:” 

 

• Seventy-six percent of respondents said that they give a warning to 

individuals involved in corrupt or unethical practices.  If this becomes a 

trend, they “arrange for a graceful exit.” 

• Seventy-one percent of respondents claimed that they reprimand 

employees who have committed minor offenses; they suspend those 

with serious offenses; and they ask those with repeated offenses to 

resign. 

• A majority (53 percent) of the respondents said that, in most cases, 

erring employees are taken out of their positions or rotated. 

• Almost half (49 percent) said that they first re-assign the erring 

employee, and then terminate only if the wrongdoing is repeated. If 

the person resists, then some companies even go as far as filing a 

criminal case against the employee.  

 

2. The next most common response to employee misconduct is to first 

consider the guilty person’s position in the organization, and/or the 

amount involved in the misconduct (if any). 

 

The following illustrate this approach: 
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• Fifty-nine percent of respondents said that guilty parties are 

reprimanded only if they are new to the company, and if the amounts 

involved (if any) are small. But if the amounts involved in the corrupt 

act are huge, then these employees are terminated.  

• Fifty-seven percent said: “When the executive is valuable (to the 

company), (s/he) gets a mild reprimand from the owner.  If (s/he) 

persists (in committing the wrongdoing), it is all up to the owner (to act 

on the situation).”  

 

3. Another approach in dealing with employee misconduct is to follow a 

strict rule of termination, without regard for the position or amount 

involved. 

 

These responses reflect this policy approach: 

 

• “I don’t tolerate it.  I see to it that the person gets fired.” (A response 

chosen by 29 percent of the respondents) 

• “We don’t (act on) a wrong doing (based on the guilty party’s) level 

or size.  If someone did (something) wrong, then that person must be 

terminated.” (A response chosen by 25 percent of the respondents) 

 

4. The last category of approaching employee misconduct is to not do 

anything for one reason or another. 

 

• Twenty-four percent of respondents claimed that they “do not want to 

tolerate” the act, but they just choose to look the other way because 

there is nothing they can do about it.  

• Eighteen percent of respondents bluntly said that they just “turn a 

blind eye” on employee misconduct.  
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If the data on attitudes were allowed to group themselves, what data-

driven attitude categories will emerge? 

 

Rank-and-File Misdemeanors 

 

The following were derived from the factor analysis of the research data:  

 

Attitude Category #1:  Misdemeanor, minor or petty misconducts 

 

• Collectors of company receivables placing their collections in 

their personal accounts, for a span of time, before surrendering 

the money to the company.  

• Bringing home the company’s product samples without 

authorization.  

• Secretaries and clerks filching office bond papers, pencils, and 

other supplies. 

• Cheating on time cards, such as punching in for someone else.  

 

Attitude Category #2:  Misconducts driven by the favor-

giving/receiving culture 

 

• Writing out the requirements for a bid so a supplier-friend can 

qualify. 

• Asking a client for a small gift (e.g., a VCD) before signing a 

deal. 

 

Attitude Category #3:  Misconducts driven by the culture of 

awarding unfair advantage to oneself, or to one’s relatives and 

friends 

 

• Employees printing multiple copies of their resumes using the 

company’s printer or photocopier. 
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• Helping a relative get a job in the same company (which 

received a 43 percent “always wrong” rating). 

 

Conclusions  

 

First, when the attitude data are allowed to seek their own groupings, the 

resultant categories differ from the item-by-item, logical, and face value 

analyses. For example, the face value analysis categorized the attitude 

item “I have a relative who’s well placed in that office.  So he got me into 

the front portion of the waiting line” as belonging to the giving/receiving-

favors category of wrongdoings.  The factor analysis categorized this 

misconduct as belonging to the category of “misconducts driven by the 

culture of awarding unfair advantage to oneself or to relatives and 

friends.”  The factor analysis gave a richer, more insightful categorizing of 

rank-and-file wrongdoings. 

 

Second, the percent ratings of attitude items are not a good basis for 

grouping and categorizing data, and are not reliable predictors of 

underlying attitude categories.  So, to understand the true categories and 

underlying categories of a set of attitude scales, we must rely on a factor 

analysis more than a face-value relative frequency distribution analysis of 

those scales.  

  

Attitudes toward Middle and Senior Management Misconducts 

 

The factor analysis run on the data yielded the following:   

 

Attitude Category #1:  Social inequity-driven misconducts 

 

• Tampering with the company’s business records and financial 

results. 

• Taking the credit for another colleague’s work.  
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• “Fixing” the winner of a promo to get something in return from 

the winner. 

 

Attitude Category #2:  Dishonesty-based misconducts 

 

• Overstating one’s assets in order to get a loan. 

• Donating to foundations of well-known, powerful people with 

whom the company will eventually have dealings. 

 

Conclusions    

 

First, and similar to the set of factor analyses that we ran, when the 

attitude data are allowed to seek their own groupings, the resulting 

categories of attitudes differed from the item-by-item, logical, face value 

analyses. The face value analysis came out with four categories of top 

management attitudes toward middle/senior management wrongdoings.  

In contrast, the factor analysis identified just two categories of 

middle/senior management misconducts:  the social inequity driven 

misconducts, and the dishonesty based misconducts.  As in the preceding 

section, the factor analysis gave the richer, more insightful, more 

parsimonious categories of middle/senior management wrongdoings. 

 

Second, as was true in the first set of factor analyses, the percent ratings 

of attitude items were not a good basis for categorizing data and did not 

reliably predict underlying attitude categories.  So, as before, we must 

continue to rely on a factor analysis to understand the true categories of 

a set of attitude scales. 
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If the data on policy behavior and response were allowed to group 

themselves, what data-driven behavior/response categories will emerge? 

 

Four categories of policy behaviors emerged from a factor analysis of top 

management executives’ responses to how they would deal with 

misconducts in their company:  

 

Policy Behavior Category #1:  Ostrich-like policy behavior toward 

misconducts 

 

• Not wanting to tolerate misdemeanors, but “closing one’s eyes” 

because nothing can be done about the situation.  

• Turning a blind eye in most cases. 

 

Policy Behavior Category #2:  Sanctioning misconducts by stages  

 

• Following a company policy of initially reassigning the 

employee, then terminating if the misdemeanor is repeated. If 

the guilty party resists, then the company files a criminal case 

against him/her.  

• Reprimanding employees for minor offenses; suspending them 

for serious offenses; asking them to resign for repeated offenses.  

 

Policy Behavior Category #3:  Strict dismissal policy for any 

misconduct   

 

• Not basing the judgment about an employee’s wrongdoing on 

his/her level or amount of influence in the company. 

• Not tolerating misconducts and seeing to it that guilty parties 

are fired. 
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Policy Behavior Category #4:  Conditional, either-or policy behavior 

for misconduct 

 

• In most cases, taking employees out of their positions or rotating 

them. 

• Talking to the guilty person if s/he is new to the company, and if 

the amounts involved (if any) are small. But if the amounts 

involved are huge, then the employee is terminated. 

 

Conclusions  

 

As in the two preceding factor analysis runs, it is the factor analysis that 

gives the richer and more insightful categories of policy behavior and 

responses to wrongdoings. Therefore, understanding the true categories 

of a set of policy behavior scales must reply on a factor analysis more 

than a face-value relative frequency distribution analysis of those scales.  

 

Does attitude determine policy behavior toward misconduct, or is it policy 

behavior that determines attitude toward misconduct?  

 

For a program aiming to control corporate misconduct to be effective, it 

must be based on a clear understanding of the corporate corruption 

problem.  More specifically, it must be based on the correct definition of 

the problem.  

 

• Are inappropriate company policies a direct result of company 

executives’ wrong attitudes toward misconducts?  

 

OR 

 

• Are these wrong attitudes toward misconducts caused by 

companies’ flawed policy behaviors? 
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This is the classic debate, the chicken-or-egg question that asks if attitude 

determines behavior (from the social psychological school of thought), or 

if behavior determines attitude (from the behavior modification school). If 

it is true that attitude determines behavior, then a company’s anti-

corruption program must work on attitude change.  For some companies, 

this is what their “Code of Ethics” or “Ethics Program” is for.  

 

However, if it Is behavior that determines attitude, then a company’s anti-

corruption program must focus on changing policy behaviors and 

responses towards misconducts, knowing that the correct attitudes will 

follow.  The “Compliance Programs” of some companies are based on 

this model. 

 

The Ethics Program approach seeks to preempt misconduct through 

value and attitude formation.  On the other hand, the Compliance 

Program approach expects to control corporate corruption primarily 

through behavior control.  By “institutionalizing a culture of compliance… 

backed by systems designed to reduce the prospect of criminal activity 

within the company and detect such activity where it exists,” companies 

can effectively curb corruption within their ranks.   

 

In practice, curbing corporate corruption is not an either-or choice.  The 

two approaches co-exist, but each one’s priority over the other just varies 

from case to case. So our analysis sought to answer the question: “From 

one situation to the next, which approach takes priority over the other?” 

 

This question implied that we test the hypothesis through a series of pair-

wise testing of 20 hypothesis pairs.  From these series, and from the paired 

26 multiple regression runs that we used to analyze the data, we saw the 

following: 
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First, there are many occasions where it is attitude that determines 

behavior. In these cases, therefore, it is a company’s ethics program that 

should lead its anti-corruption efforts:  

  

• The case of ostrich-like policy behavior toward misconducts, which 

was usually a function of attitude. An exception to this is when it is 

the behavior of turning a blind eye away from misconducts that 

drives the favor-giving/receiving culture 

 

• The case of sanctioning misconducts by stages, which was, in three 

out of five cases, a function of attitude. Exceptions to this are 

where it is this behavior of sanctioning in stages that drives attitudes 

toward the favor-giving/receiving culture and attitudes toward 

dishonesty-based misconducts. 

 

• The case of strict dismissal policy for any misconduct, which was, in 

four out of the five cases a function of attitude. The exception to 

this is again where it is this behavior that drives the attitude toward 

misconducts driven by the favor giving/receiving culture. 

 

• The conditional either-or policy for misconduct was, in all of the five 

cases, a function of attitude. 

 

Second, there were a number of occasions where behavior shaped 

attitude.  These were the exceptions that we had identified in the 

preceding section. Here, it is the Compliance Program that should take 

priority over the Ethics Program.   

 

Overall, of the 20 equation pairs that we analyzed, 16 of them showed 

that attitude determined policy behavior. Therefore, in these 16 cases, the 

Ethics Program should lead the anti-corruption Compliance Program. In 

the remaining four pairs, policy behavior shaped attitude, and should 
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therefore be addressed by using the Compliance Program to lead a 

company’s anti-corruption efforts. 

 
Are the attitudes and perceptions of top middle management on 

corporate misconducts shared by middle management and the rank-

and-file? 
 

The data analysis of the second wave survey in May 2005 on the attitudes 

and perceptions of corporate middle managers and rank and file 

employees compared with those of top management, uncovered the 

following insights and drew the following policy implications regarding 

corporate corruption and misconduct: 

 
Attitudes and Perceptions 

• The three levels of management (i.e., top management, middle 

management, and rank-and-file) have differing perceptions 

regarding acts of corporate misconduct that are “always wrong.” 

This suggests that corporations should promote a common 

understanding of corporate wrongdoings and develop specific 

standards that will dictate how these wrongdoings are to be 

controlled and penalized, or both, as an integral part of good 

corporate governance practice. 

• Most respondents from the top management and the rank-and-file 

levels do not believe in “whistle-blowing” as a means for controlling 

common corrupt practices.  However, more than a majority of 

middle managers believe that whistle-blowing on corporate 

wrongdoings is acceptable.   

 

In rating the 15 attitude items toward corporate wrongdoings, the 

middle managers regarded many of these practices as “always 

wrong.” They also demonstrated a relatively stricter attitude 

towards corporate wrongdoings (compared with the top 
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management and rank-and-file), suggesting that more whistle-

blowers should come from their ranks.  

• About 20 percent of respondents from each level believe that an 

inherently wrong act, when done for a friend, for an immediate 

family member, or for a close relative, is “not that wrong.” In light of 

this, it has been suggested that this segment of respondents be 

targeted for value reformation as part of a company’s Ethics 

Program. They should be the priority candidates to undertake a 

course on “good manners and right conduct.” 

• Top-level managers regard a company’s purchasing departments 

as most guilty of corporate misconduct. Middle managers, on the 

other hand, regard both the purchasing and the accounting and 

finance departments as most guilty.  To the rank-and-file, the most 

corrupt department in a company is accounting and finance.  

Based on these findings, it may be said that perceptions regarding 

a department’s level of corruption depends on who in the 

corporate organization is talking, and with which department the 

respondent is more professionally and personally proximate.   

• Respondents from the rank-and-file are probably correct in saying 

that the accounting and finance departments are most corrupt, 

especially in regard to “small-ticket” corruption (i.e., padding or 

altering receipts, padding liquidation expenses, etc.). For “large-

ticket” corrupt practices (i.e., favoring supplier friends, overpricing, 

etc.), however, middle-level and top-level managers may be 

correct in saying that the purchasing department is most corrupt.  

It is also likely that top managers are turning a blind eye on 

corruption in the accounting and finance departments because of 

their personal and professional proximity to members of these 

groups. 
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Are the perceived company policy responses to acts of corporate 

misconduct by the three levels of management similar? 

 
• When responding to an act of misconduct by a corporate officer 

or staff, many respondents from all three management levels 

believe that it is appropriate to proceed by stages. This is true for as 

low as 59 percent of top managers, and for as high as 76 percent 

of middle managers. This suggests that corporations have 

subconsciously adopted a “leniency rule” that will ultimately be 

ineffective in combating and eliminating corporate corruption. 

• The company response to corporate misconduct that was rated 

the next highest is to first consider the guilty person’s position in the 

organization, and then to consider the amount involved in the 

misconduct, if any. This perception was true for as low as 16% of 

middle managers, and for as high as 39 percent of top managers. 

As a policy response, this is worse than the “leniency rule” because 

it erroneously, though unintentionally, supports the poisonous 

concept of palakasan (“it is whom you know that matters”). It also 

allows for demoralizing exemptions to rules based on how “small” 

the amount involved is—which is often arbitrarily and subjectively 

defined. 

• Another way to deal with employee misconduct is to follow a strict 

rule of termination without regard for the employee’s position or 

the amount involved in the misdemeanor. As low as 25 percent of 

top managers and as high as 51 percent of the rank-and-file 

believe in this approach.  

Based on their responses, it seems that the rank-and-file are best fit 

for a Compliance Program, while the top managers are best fit for 

an Ethics Program. The rationale and dynamics of these programs 

will be discussed in later sections of this report. 

• According to the survey data, the last category of company policy 

responses to corporate misconduct is to not do anything at all—for 
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one reason or another.  As low as 16 percent of middle managers 

and as high as 24 percent of top executives believe in this, the 

worse policy response of all.  

The equivalent to being in denial, this kind of response may only be 

combated through a strictly implemented and a relentlessly 

executed Compliance Program. 

• Because there are differing standards for corporate ethics (as 

shown in the attitude portion of the survey), it is not surprising that 

there are also differing policy responses to corporate corruption 

and misconduct (as shown by the data about company policy 

responses).  To change attitude and behavior towards corrupt 

corporate practices, companies must combine a Compliance 

Program, or one that is meant to change corporate behavior in 

order to change corporate attitude towards corruption, with an 

Ethics Program—which is meant to change attitude and values first 

in order to change behavior.  Every company must institutionalize 

and implement both programs, and not just one or the other. 

 
 
What can be done? 

 

The following are the reactions and practical suggestions made by 

businessmen and executives regarding corporate misconducts that may 

help to significantly reverse the cancerous culture of corporate corruption 

that plagues all levels of the private sector.  

 
 

• Following are the action recommendations made by the 

Association of Accredited Advertising Agencies (4As): 

o Produce a movie—or, better yet, a TV serial—regarding the 

“corporate ombudsman.” 

o Set up an internal affairs unit within companies, similar to 

what exist in police and military establishments, and make a 
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TV serial on those who are knowledgeable about ongoing 

corrupt corporate practices. This internal affairs unit may be 

composed of such “corporate corruption experts” as 

company accountants, auditors, lawyers, human resource 

managers, or information technology executives. 

o Highlight “work crimes” or corrupt work practices in regular 

television programs (such as Imbestigador) as a way of 

raising the “moral and social costs”, as well as public 

awareness, of corporate corrupt practices. 

o Implement a campaign to promote whistle-blowing as part 

of responsible corporate citizenship, and as instrumental in 

eliminating corruption in the private sector.  

o Regularly publicize models of company code of ethics and 

model compliance programs to serve as industry 

benchmarks for addressing corporate corruption. 

o Support a sustained campaign promoting honesty, 

transparency, and accountability in the private sector. 

o Support a sustained campaign to reverse the “burden of 

proof” mindset for corporate corruption cases, which 

essentially assumes that one is corrupt until proven innocent.  

 

• Meanwhile, these are the action recommendations from the 

Market and Opinion Research Society (MORES) Conference: 

o Expand the first-wave corporate corruption research to 

cover the following: 

• Corruption as perceived or as practiced, or both, by 

middle managers 

• Corruption as perceived or as practiced, or both, by 

the rank-and-file 

• Corruption as perceived or as practiced, or both, by 

suppliers 
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o Conduct corruption research on other critical segments of 

the private sector, such as the following: 

• Agriculture and farmers 

• Education, schools and teachers 

• Banking and finance 

• Trading and retailing services 

• Professional services and professionals 

• Religious services and the Church 

o Conduct research to better understand some of the 

important and critical concepts uncovered in the first study, 

such as the following: 

• The attitude of executives and the public toward 

whistle-blowing 

• The hierarchy of ethical business values and priority-

setting of business values among executives and staff 

• The role of ethics programs and compliance 

programs in business value formation 

• The mainstreaming of business values into the 

workplace 
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6 

Sustainability of Anti-Corruption Efforts 
 

How can anti-corruption efforts be sustained?  

 

Reforms are ultimately measured by the degree by which objectives are 

met. Plans, however thorough, mean little in the longer horizon of history. 

Initial success is easy to achieve for popular reforms such as, anti-

corruption programs. However, the more difficult yet unheralded task is to 

sustain gains, interest, efforts, and resources, in order to achieve lasting 

and meaningful changes.  

 

Political will and public support and cooperation are necessary in anti-

corruption reforms.  They are, however, not sufficient for the sustainability 

of these reforms. They have to be supported by tools to provide direction 

and substance. These tools are outlined below.  

 

How can anti-corruption efforts be measured?  

 

Measurement is essential for diagnostic and benchmarking purposes at 

the onset of anti-corruption efforts. The nature and extent of corruption 

must be determined, and incorporated into plans and policies. Standards 

setting, in particular, will not prosper without solid measures. Thereafter, 

measurement supports the monitoring and evaluation process, which in 

turn, supports the iterative nature of policy setting and program 

implementation.  

  

Two measurement tools that are particularly useful to anti-corruption 

programs are surveys and scorecards. As a data gathering tool, surveys 

reach more people and places than discussion groups. As noted 

elsewhere, they also facilitate indirect probing of sensitive issues. Probing 
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issues is an indispensable and difficult task that survey and focus discussion 

groups supplement.  

 

Scorecards and their underlying measures, indices, and indicators, in turn 

provide a comprehensive description of a situation that relates to the 

problem at hand. They are based on accepted frameworks and are 

widely used because of their effectiveness in aiding comparisons, either 

vis-à-vis standards or vis-à-vis other sectors or countries. 

 

The RVR Center Scorecard, SMARTS, provides the broader framework in 

which the prevention of corrupt practices could be facilitated at the firm 

level.  SMARTS represents the first letter of its six core components. 

Shareholder Value is the starting point. Standard financial measures such 

as return on investment (RoI), return on equity (RoE), return on capital 

employed (RoCE), economic-value added analysis (EVA), can be 

aggregated or indexed to use at the industry level. 

Management Competence refers to top management’s capacity to 

formulate and implement strategy. Efficiency measures include growth in 

share of market (SoM) and increasing return on sales (RoS, which is the 

ratio of net profit to net sales), or earnings before interest taxes, 

depreciation, and amortization (EBITDA). Value-chain management is 

probably critical, and the different cost-components in the chain can 

serve as benchmarks for assessing management competence. 

Accountability of Actions applies to both board members and senior 

managers. Independent committees or consultants should regularly 

monitor and evaluate the performance of the relevant/key actors in the 

firm. Assessing accountability requires documenting and analyzing the 

consequences of policies or decisions and assigning responsibility for the 

consequence (both good and bad). 
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Responsiveness originally referred to the firm's concern for the 

environment, for instance, in the context of concern over industrial 

pollution and waste management. The more recent interpretation 

includes increased responsiveness to sustainable development initiatives 

(of which the environment is one major factor). Sustainable development 

is sometimes promoted as an alternative model to “Western” free-market 

capitalism. ISO compliance is one measure of responsiveness. 

Transparency in formulating policies relates closely to accountability and 

can be assessed through the quality (and frequency) of documents that 

are made available to the public. For example, the minutes of board 

meetings are open to scrutiny, or a government department can hold 

public hearings prior to setting a policy. Transparency is essential to ensure 

both high quality and industry-wide acceptability. 

Stakeholder Concern moves governance from the perspective of the 

specific SHARE-holders to the broader base of STAKE-holders, for example, 

from respect for the rights of minority shareholders to active cooperation 

with the community. 

 

To include, the anti-corruption agenda will not want for international and 

regional conventions and agreements to support efforts. It is, however, 

important that compliance with these measures be noted and when 

necessary, sanctions should be applied. In addition, there has been 

considerable progress in legislation pertaining to corrupt practices in the 

public sector, particularly on the abuse of power. However, there is still a 

need for legislation to tackle corruption that takes place wholly in the 

private sector.  
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I. INTRODUCTION 

 

What determines corruption and what are the causes and consequences 

of corruption? A survey of literature suggests that corruption in itself have 

numerous definitions, as perceived by different stakeholders. The 

Norwegian companies listed the some of the key elements of corruption. 

To wit:  

 

“Abuse of the power inherent in a position of authority; those who 
participate in the abuse of power gain advantages; third parties 
are the ones who suffer; transactions take place in secret.” (NHO) 

 

Furthermore, NHO, an organization advocating corporate social 

responsibility based in Norway, has argued that corruption “may be in the 

form of money or of providing services in order to gain advantages such 

as favorable treatment, special protection, extra services, or reduced 

delays." 

 

What is corruption? Defining corruption can have normative undertones, 

as some analysts noted. Joseph Nye describes corruption as a "behavior 

which deviates from the formal duties of a public role because of private-

regarding (personal, close, private clique), pecuniary or status gains; or 

violates rules against the exercise of certain types of private-regarding 

influence” (Thomas and Meagher, 2004).  

 

In addition, the World Bank (WB) together with Transparency International 

(TI), a global corruption watchdog, formulated a simplistic definition which 

is, "The abuse of public office for private gain” (Coronel, 2002). More 

elaborately, the World Bank explains: 
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"Public office is abused for private gain when an official accepts, 
solicits, or extorts a bribe. It is also abused when private agents 
actively offer bribes too circumvent public policies and processes for 
competitive advantage and profit. Public office can also be abused 
for personal benefit if no bribery occurs, through patronage and 
nepotism, the theft of state assets, or the diversion of state 
resources." (Coronel, 2002) 
 

Adopting this definition to Philippine politics poses problems because in 

the country corruption has taken the form of patronage for status gain, 

because a politician can provide a job for his friends but this is not 

considered as corrupt. In fact, it is even considered as socially acceptable 

(Coronel, 2002). To wit:  

 

"Indeed the practice of dispensing government largesse is 
widespread and seen as socially acceptable. Thus, every 
president who is appointed to office names thousands of new 
people, mainly his or her supporters, to various government posts. 
Neither laws nor prevailing social norms condone the practice. 
There are legal limits to the appointment of relatives, of course, but 
there are big loopholes as well - relatives are allowed as 
"confidential " appointments, such as staff officials or as 
consultants -- Former Senate President Jose Avelino " (Coronel, 
2002). 

 

The Causes of Corruption 

 

The Center for Institutional Reform and the Informal Sector (IRIS) of the 

University of Maryland further highlighted two main approaches in 

analyzing the causes of corruption: structural approach and the 

individualist approach rooted in New Institutional Economic (NIE).  

 

The structural approach focuses on the norms, values, regime, culture, 

history and loyalties that a polity has. Some of the causes of corruption 

are: “(1) what might be termed the "political prerequisites" (i.e. the need 

for a government, the separation of the public and private spheres) for 

the definition of corruption to be applicable; (2) the pattern of dominant 

loyalties and obligations in the society (include patron-client relationships); 
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and (3) the degree to which government is constrained from within or 

without by other centers of power." (Thomas and Meagher, 2004) 

 

Moreover, focusing on the individualist approach, the New Institutional 

Economics perspective has been the one used often. Concentrating on 

the individual, it argued that individuals tend to maximize their gains at 

the expense of others. Similarly, using Klitgaard's formula that explains 

corruption: “Corruption = Monopoly + Discretion – Accountability.” This 

can be explained by saying that, if a government official has a monopoly 

of some good and has a discretion on how it would be allocated, the 

agent would allocate this good in such a way as to ensure his own gain, 

at the expense of the public interest. (Thomas and Meagher, 2004) 

 

The Costs of Corruption 

 

The Asian Development Bank (ADB), having formulated anti-corruption 

policies and guidelines has briefly described the different costs of 

corruption. It has been argued that corruption result to far more costs than 

benefits. A study of corruption in a particular country would expose one to 

the negative consequences brought about by corruption, not just to the 

individuals but the country as a whole. 

 

First, corruption strongly affected the development process. According to 

the research made by the ADB, corruption leads to the "favoring of 

inefficient producers, the unfair and inequitable distribution of scarce 

public resources, and the leakage of revenue from government coffers to 

private hands." Hence, rather than promoting an equitable distribution of 

income, corruption distorts the allocation of resources, as it favors the rich, 

the powerful and the politically well connected. 

 

Second, corruption distorts the merit-based system, as it compromises 

service professionalism and esprit de corps. Hence, instead of people 
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complying with the stipulated rules and regulations within a bureaucracy, 

corruption in fact encourages them to perform ineffectively, thereby 

resulting to the poor performance of government.  

 

In addition, Rose Ackerman further elaborates on the different 

consequences of corruption. She highlighted that corruption can lead to: 

1) inefficient government contracting and privatization; 2) delays and red 

tape in government service; 3) inefficient use of corrupt payment and; 4) 

damaged political legitimacy as citizens lose confidence in the 

government. (Ackerman, 1997) 

 

Moreover, as Shakut Hassan asserts, corruption is a serious development 

challenge that needs to be urgently addressed. Otherwise, this can 

certainly lead to further instability and uncertainty, as inequity and 

poverty increase. He recommends that there is a need for coordination 

among the various agencies of government in order for corruption to be 

curtailed and prevented. (Hassan, December 2004) 

 

Michael Johnston, on the other hand, argues that there is a close link 

between corruption and democratic consolidation. As corruption distorts 

the government's development strategies, it also affects the state of a 

country's democracy. Corruption impedes consolidation, and thus 

hampers long-term development. In order to address this dilemma, 

Johnston posits that there is a need to analyze a country's history, so as for 

one to clearly pinpoint the areas that needs to be focused on. (Johnston, 

2000) 

 

Types of Corruption 

 

Corruption has been classified in various forms, as seen in different levels 

and forms. Sheila Coronel highlights the different types of corruption.  
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She distinguishes the type of corruption depending on the situation by 

which it is consummated. According to her, there are three types of 

corruption found in the government, such as “public sector corruption”, 

“bureaucratic corruption”, and “political corruption.” She contextualized 

the practice as follows:   

 

• Public Sector Corruption wherein a corrupt practice happens within 

the government. While private sector corruption involves those in 

businesses, NGOs, foundations or professional associations. 

(Coronel, 2002) 

 

• Bureaucratic Corruption occurs in the civil service, involving the 

state officials and employees who run the day-to-day activities of 

the government. Bureaucratic corruption may involve low-level 

officials or high-level officials. (Coronel, 2002) 

 

• Political Corruption involves elected officials and typically involves 

vote buying, corruption of the electoral system, the political or 

regulatory harassment of opponents, and the preferential 

treatment of friends and allies. Similarly, it also involves the use of 

influence to be able to get appointments, tax incentives, behest 

loans and other concessions from the government. (Coronel, 2002) 

As Emmanuel de Dios and Ferrer noted, this is the most evident 

type of corruption in the Philippines (de Dios and Ferrer, 2000). 

 

Furthermore, corruption can also be categorized based on its intensity. 

Coronel explains that corruption can either be petty or grand. Petty or 

street level corruption, on one hand, is what ordinary citizens experience 

in their everyday life. Grand corruption on the other hand, involves big 

amounts of money. For instance, the Amari scandal in the Philippines, 

which hit the headlines during the 90s, involved a total of P3 billion. (de 

Dios and Ferrer, 2000) 
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De Dios and Ferrer (2000), furthermore, classified corruption on the basis of 

individual actions. They defined bribery, as an act where one gives 

anything of value, either in kind or in cash to an official "in exchange for 

an act or an omission in that official's public functions." Patronage, 

according to De Dios and Ferrer, is an action that involves the distribution 

of government largesse (i.e. jobs, subsidized housing, public goods and 

other services) by state officials in exchange for political support.  

 

Looking at the Philippine case, the country has been characterized as 

patronage based  (Coronel 2002). Because of this, personal relationships 

between friends and relatives often interfere with politics. Thus, cronyism is 

seen when personal relationships (relatives, friends, classmates, and 

personal associates) become predominant in transactions in government. 

It is considered as "an extreme form of corruption in which the allocation 

of rents to elites is a function of their loyalty to individuals or power" 

(Coronel, 2002). 

 

II. A REVIEW OF LITERATURE ON CORRUPT PRACTICES IN THE PUBLIC AND 

PRIVATE SECTORS  

 

Corruption in the Public Sector 

 

Corruption has always been a major problem in the Philippine 

government. It has become a way of life that is deeply embedded in the 

culture. Corruption in the bureaucracy is not isolated in history but has 

evolved with it. In narrating the origin of corruption in the Philippines, 

Sheila Coronel (2002) states: 

 

“Corruption is as old as history itself. In the Philippines the origins of 
corruption have been traced to the Spanish colonial era, when 
public office was auctioned off to the highest bidder and the 
government was mainly an instrument for extracting money and 
labor from people… 
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The United States saw itself as a more benevolent and modernizing 
colonizer, but it also introduced U.S.-style machine and pork-barrel 
politics… 
 
After World War II, corruption flourished as politicians scrambled for 
a share of war damage payments. In the 1950s and 1960s, 
opportunities for corruption were created by the imposition of 
import and foreign exchange controls, the issuance of logging 
and mining permits, and preferential access to government loans 
and pork-barrel funds.” 

 

Perhaps the most famous corruption case in the Philippines is that of 

former President Ferdinand Marcos when he declared martial law in 1972. 

Marcos and his cronies “amassed billions in ill-gotten wealth” from various 

profitable sectors in the economy, particularly agriculture (Coronel, 2002). 

According to Ricardo Manapat (1991), “Marcos and his cronies exerted a 

vice over the national economy until it became under their total control 

or became their private possession.” 

 

After Marcos was ousted, corruption has gotten worse. The succeeding 

democratic government of President Corazon Aquino decentralized 

corruption and restored the pork-barrel and money politics, which can be 

attributed to a patronage-based political system or an oligarchic 

democracy where a small elite class dominates both the government and 

the economy (Coronel, 2002). According to the Office of the 

Ombudsman, from 1977 to 1997, the Philippines may have lost $40.6 billion 

dollars, an amount much greater than the total foreign debt of $40.6 

billion (cited in Coronel, 2002).  

 

In October 2001, Transparency International launched a new annual 

publication called the Global Corruption Report (GCR). These reports 

include an analysis on corruption and the fight against corruption around 

the world including the Philippines. The 2004 Global Corruption Report 

focused on political corruption, which is described as:  
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“an obstacle to transparency in public life. In established 
democracies, the loss of faith in politics and lack of trust in 
politicians and parties challenge democratic values, a trend that 
has deepened with the exposure of corruption in the past 
decade. In transition and developing states, political corruption 
threatens the very viability of democracy, as it makes the newer 
institutions of democracy vulnerable.” 

 

To determine a country’s corruption rating, Transparency International 

applied the Corruption Perception Index (CPI) and Bribe Payers Index 

(BPI). In the 2004 GCR, Gabriella Quimson indicates that the Philippines 

scored 2.5, with 1 as the lowest and 5 as the highest, in the CPI and the 

country ranks 92nd out of 133 countries.  

 

Quimson (2004) also mentions the legal and institutional changes 

concerning corruption that occurred in the Philippines since 2002. To wit:  

 

• In July 2002, an e-procurement programme was introduced in sub-

department offices, government-owned-and-controlled 

companies (GOCCs), and state universities and colleges to reduce 

corruption in public procurement. 

 

• In December 2002, government-owned-and-controlled 

corporations and their subsidiaries were subjected to a 

performance evaluation system for corporate governance 

practice. 

 

• Also in December 2002, three bills on political financing were 

presented in the Senate. The first bill sought to provide finances for 

the improvement of the political party system. The second aimed 

to institutionalize campaign finance reforms. The last one aimed to 

create a presidential campaign fund for expenditures in 

presidential and vice-presidential elections.  
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• The Government Procurement Reform Act and the Anti-Money 

Laundering Act were both signed in 2003. The Procurement Reform 

Act “provides for the modernization, standardization, and 

regulation of public procurement…” by “increasing transparency, 

competitiveness, efficiency, accountability and public monitoring 

of both the procurement process and the implementation of 

awarded contracts” (Quimson, 2004, p. 237). The Anti-Money 

Laundering Act allows authorities to report transactions from 4 

million pesos (US $75,000) to 500,000 pesos (US $9,000), and the 

central bank to monitor deposits. 

 

• Quimson also discussed the Presidential Anti-Graft Commission’s 

(PAGC) lifestyle check initiative, which President Gloria 

Macapagal-Arroyo proposed in 2002. Government officials, 

including the police and military, were subject to a lifestyle check 

to determine any disparities between the declared income and 

apparent lifestyle. 

 

• Also discussed in Quimson’s study (2004, p. 239) is the PIATCO 

controversy in August 2002 when the government announced a 

takeover of the newly constructed Terminal 3 at the Ninoy Aquino 

International Airport (NAIA) after a dispute between the Filipino 

and German partners of PIATCO (Philippine International Air 

Terminals Company). The government takeover of Terminal 3 was 

said to jeopardize the Philippine government’s effort to curb 

corruption through privatization.  

 

Based on the paper done by the Philippine Center on Transnational 

Crimes (PCTC) on graft and corruption, there are six common forms of 

corruption in the public sector, such as ghost projects and payrolls, 

evasion of public bidding in awarding of contracts, nepotism and 

favoritism, extortion, protection money, and bribery. Each of these types 
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of corruption is briefly discussed below. 

 

Ghost projects and payrolls are non-existing projects and personnel or 

pensioners paid for by the government. High-ranking officials in the public 

works and social services often do this practice. 

 

There is an evasion of public bidding in the awarding of contracts when 

the authorities, specifically the bids and awards committees, forgo the 

proper process of a public bidding by subjectively awarding the bid to a 

favored contractor who can provide them with personal benefits. 

 

Nepotism occurs when government officials choose or appoint relatives 

and close friends to government positions regardless of their qualifications 

or merits for the job. Nepotism, according to PCTC, is “one of the root 

causes of inefficiency and the overflowing of government employees in 

the bureaucracy.” 

 

Extortion is commonly practiced in agencies tasked to issue licenses and 

documents, and recruit personnel. Based on the PCTC paper, extortion 

occurs when government officials “demand money, valuable items, or 

services from ordinary citizens who transact business with them or with 

their office.”  

 

To secure illegal operations and activities, citizens deliver protection 

money or “tong” to law enforcers. The giving out of large sums of money is 

a form of bribery in exchange for unhampered illegal operations and 

protection of the citizen concerned. Gambling lords, drug syndicates, 

smugglers, and businessmen without the necessary permits mostly 

practice this act. 
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Bribery or the “lagay” system is an act mostly done by citizens to cut 

through the bureaucratic red tape. A substantial sum of money is given to 

a government official who can facilitate and hasten the issuing of permit, 

licenses, clearances, and other necessary but hard to obtain documents. 

In explaining why citizens resort to bribery, the PCTC paper states:  

 

“Too much paper requirements, long and arduous processing of 
documents, ineffective and inefficient personnel management 
and the absence of professionalism in the public service force 
ordinary citizens to employ extraordinary and illegal methods for 
the immediate processing and issuance of required personal 
documents.”  

 

The prevalence of corruption in the Philippine government is attributed to 

weaknesses in the institutional infrastructure. Kaufmann, Hellman, 

Schankerman and Jones (1999) explain that corruption is “a symptom of 

fundamental institutional weaknesses” because “[i]t thrives where the 

state is unable to reign over its bureaucracy, to protect property and 

contractual rights, or to provide institutions that support the rule of law. 

Paul Hutchcroft contends that the Philippines has weak institutions that is 

why corruption is prevalent. He even considers the country as a 

“predatory” and “booty capitalist” state.  

 

Additionally, the presence of a small elite class or “cacique” in the 

government has contributed to the persistence of corruption in the 

Philippines. The Rulemakers: How the Wealthy and Well-Born Dominate 

Congress (2004) provides a documentation of the men and women in the 

Philippine legislature for the last 100 years, tracing their family lineage, 

demographic characteristics, and assets and sources of wealth. The 

legislature, according to this book, has always been dominated by a 

privileged few who are “richer, older, better educated, and better 

connected than the rest of [the Philippine society]” (Coronel, 2004). 

Furthermore, the lawmakers often come from political clans that have 

been in the Congress and Senate for many decades. The Rulemakers 
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depicts how lawmakers employed their powers to further enrich 

themselves and entrench their families in power. The powers to make 

laws, decide on the national budget, and steer the country towards its 

future. Because of the powers vested to the legislature, the elites 

occupying the important positions in the government have the leverage 

to influence both the law and the economy to get benefits for 

themselves, their allies, and their kin.   

 

Besides the institutional forces contributing to corruption, Emmanuel de 

Dios and Ricardo Ferrer (2000) explain that there is a larger dimension to 

corruption. According to de Dios and Ferrer, corruption is determined by 

the historical and social context, which includes “social cohesion (income 

and wealth, education, ethnic and other differences), the economic 

strategies pursued by the government (minimalist vs. interventionist), the 

political system (autonomy of the bureaucracy, the degree of 

centralization), extent of market transactions (local or global), and the 

rate of and sources of economic growth.”  

 

The demand and supply side of corruption depends on the type of 

corrupt practice that the public sector engages. The public sector is 

usually associated with the demand side of corruption nevertheless it does 

not mean that they cannot be involved in the supply side of corruption as 

well. Some of the corrupt practices are found in the procurement process, 

electoral fraud, allocation of pork-barrel funds, and taxation. Note that 

the different types of corrupt practices may occur in all of them such a 

bribery, patronage, nepotism, rent-seeking and theft of state assets.  

   

1. Procurement Process 

 

Procurement or contracting is a means employed by governments in 

acquiring goods and services for public use. Kelman defines it as, “a 

business arrangement between a government agency and a private 
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entity in which the private entity promises, in exchange for money, to 

deliver certain products or services to government agency or to others on 

the government’s behalf” (Kelman, 2002).  

 

Yvonne Chua (2002), in her book Robbed, identified corrupt practices 

that have plagued the Philippine government bureaucracy. These are as 

follows: ghost deliveries and delays in delivery, ghost teachers and 

students, kickbacks or “tapon” and “SOPs”, bribery, uncalled negotiation 

of contracts, defective or obsolete items purchased, “advance” 

payments, “consortium” system, “padulas” or grease money, horse-

trading with Congress, underdeliveries, overpricing and purchase of 

unnecessary equipments, falsifying qualifications, teachers teaching 

students to cheat, and “School canteen” corruption. 

 

Because of these corrupt practices evident in the procurement of goods 

and services, the quality and the cost of the goods does not reach the 

optimum combination. As Søreide asserts, “Corruption in public 

procurement makes the officials or the politicians in charge purchase 

goods or services from the best briber, instead choosing the best price-

quality combination.” (Søreide, 2002)  With high costs and poor quality of 

goods, the government is unable to provide for the interests of the public. 

 

2. Electoral Fraud 

 

Elections are crucial especially in democratic societies. It acts as a 

mechanism for representation of the public’s interest in the government’s 

agenda. Elections are considered as one of the procedural manifestation 

of democracy, as Sidney Hook would assert. It enable citizens to vote for 

their candidates and thus, representing their interest in the programs of 

the government. Despite the noble intention of elections, that is equal 

representation; there had been concern on the validity of the said 
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process in providing an avenue by which the public can assert their 

interest. 

 

Problem in the elections arise, when business is mixed with politics. In the 

book, The Rulemakers: How the Wealthy and Well-Born Dominate 

Congress by Sheila Coronel et al. (2004), documented Filipino provincial 

family clans that had been dominating the seats in Congress for decades. 

This can be interpreted as a fact that there are diverse opportunities for 

congressmen when in power. Thus, these family clans would want to stay 

in power. The benefits of politicians may arise from their capacity to hold 

leverage in their business or to pursue their own personal interests through 

their power. In this light, congressional seat, or any political position had 

been closely fought for. 

 

Because of the coveted perks of being an elected official, candidates 

running for office have cheated their way towards winning their position. 

Malicious action during elections can be considered as electoral fraud. 

On a formal note, electoral fraud is a “deliberate interference with the 

process of elections.” According to Ding Tanjuactco (2000), there are two 

stages by which election fraud is present. One is during the registration of 

voters and two is during the election day, which also covers the tallying of 

returns. However, it is important to note that the tallying of votes is a 

significant area by which election results can be manipulated. 

 

During the registration of voters, electoral fraud can be in the form of 

“inflating the vote or deflating the vote.” On one hand, inflating the vote 

imply that non-qualified voters are able to register, as well as multiplying 

the number of times a single person can vote. Also, there had been 

instances when dead people are able to register and vote. On the other, 

deflating the vote imply that voters are threatened or coerced thus, 

“preventing” them from voting. In addition, controlling the counting of the 
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