Advancing Anti-Corruption
in Extractive Industries through
a Political Economy Lens

This document provides background to participants joining the Executive
Sessions Roundtable organized by Global Integrity and the Columbia
Center on Sustainable Investment (CCSI). The objective is to ensure
participants have a shared starting point in order to set expectations and
more effectively achieve the objectives of the day. The Roundtable will
take place in Washington, D.C., on December 5, 2019.

Objectives

+ To explore how different approaches to applied political economy
analysis can help practitioners make progress toward more effectively
tackling corruption;

+ To explore the role power, incentives, and interests play, in order to
explore how actors can exert agency; and

+ To brainstorm ideas about how to change, amend, or complement
existing anti-corruption approaches.

About the Executive Sessions Roundtable

The roundtable will bring together select participants to discuss and
brainstorm how to better integrate Thinking and Working Politically
(TWP) approaches into the ways we, as anti-corruption practitioners and
advocates, design interventions, with a spotlight on extractive industries
(El). During the meeting, participants will unpack and discuss promising
routes of understanding and grappling with corruption, focusing on
political economy approaches that could help stakeholders become
more effective in doing their work.
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Questions around power, politics, interests, and incentives will be
front-and-center in order to identify mechanisms to better navigate the
political realities of anti-corruption work and achieve greater impact.
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The Problem(s) with Current Anti-corruption Approaches

Corruption can be defined as the abuse of entrusted power for private gain.' The concept covers a broad
range of activities, including political capture and interference; conflict of interest; bribery; extortion;
fraud; embezzlement; misappropriation and diversion of resources; abuse of power or function; illicit
enrichment; embezzlement; and manipulation of policies, institutions, and rules of procedure. The
pernicious effects of corruption on sustainable development outcomes and prospects for open and
accountable governance are globally recognized, and attempts to counter these effects are widespread.
Unfortunately, existing approaches to anti-corruption are not working as well as once hoped.

Existing approaches to anti-corruption

Anti-corruption efforts in extractive industries (El) and beyond have largely focused on promoting greater
transparency, accountability, and participation (TAP), strengthening regulatory frameworks, building
institutions, or advocating for norms and standards related to these. Examples include instituting peer
review or oversight mechanisms? within and between countries, passing freedom-of-information laws,
or promoting the use of open data standards. Current TAP efforts typically are based on transplanting
ideas and thinking about what constitutes ‘good governance’ from one context to another, betting that
legislative and institutional reforms that seem to have worked in one context will work elsewhere. Yet,
there is a growing recognition that good institutions, policies, norms, and standards are neither easy to
prescribe —given unique contextual challenges—nor are their adoption and implementation especially
successful.®

Limitations of existing approaches

Practitioners and academics increasingly recognize that the field’s work on anti-corruption has yielded
limited results, often failing to achieve substantive progress toward actually reducing corruption. Instead,
marginal changes (e.g., increases in transparency) are produced in the operating environment and
occasional successes are achieved in detecting and/or prosecuting corrupt acts without meaningfully
improving outcomes systemwide.*

There are no doubt multiple factors contributing to the perceived shortcomings of anti-corruption efforts,
as well as various hypotheses about how to advance more effective anti-corruption efforts moving
forward.® Some experts focus on a need for better technical guidance and institutional resources for
identifying, measuring, and combating corruption. Others see improved technological tools as critical to
improving the performance of existing approaches to anti-corruption (e.g., by making corruption easier to
detect and exposing corrupt acts to a wider audience).

Alongside the above, there is a growing body of evidence that suggests there are factors other than
formal institutions, technical acumen, and capacity that determine outcomes of TAP initiatives in anti-
corruption—namely politics, power, and incentives (typically referred to under the problematic label
of “political will®). All of these political and economic factors have a major influence on the actions

and choices key actors make when shaping the trajectory and fate of anti-corruption reforms.” Yet,
considerations about the interests and incentives of influential stakeholders—and the extent to which
they might propel or block different strategies—rarely factor into the design of anti-corruption programs.

If improving the impact of anti-corruption approaches is a priority, then technocratic and normative
approaches must be complemented by work that squarely and systematically engages with political
concerns. Thus, at this meeting, we will turn our collective attention to starting down this road.

As an initial step, we will surface some of the specific ways that current approaches to anti-
corruption, particularly in the extractive industries, are undermined by political economy
considerations (e.g., putting implementation in the hands of those who do not have an interest in seeing
reforms meaningfully enacted; failing to account for powerful actors—global through local, within and
beyond government—who for various reasons oppose the realization of anti-corruption reforms;® or
failing to identify and strategically deploy actors with a genuine interest in combating corruption).
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Toward More Politically Savvy Approaches to Corruption

Thinking and working politically in principle

The bulk of discussions at this meeting will focus on generating and developing ideas for more
systematically integrating political economy considerations into approaches to anti-corruption in
El in order to improve the impact of this work moving forward. Thankfully, we have some resources
and lessons on which to draw, many of which come from several years of work by the Thinking and
Working Politically (TWP) community of practice. At a general level, employing a TWP lens entails
thinking about, and working with, greater awareness of the political dynamics that shape a particular
problem in a specific context.? TWP is based on the understanding that outcomes are necessarily (and
legitimately) shaped by power, interests, relationships between key actors, incentives, and the norms
that frame actors’ behaviors, rather than just laws or the formal processes and institutions which, to some
degree, continue to shape the space in which action is taken.

Although there is no single agreed-upon definition or framework, the TWP community of practice has
identified some common core principles for thinking and working politically in practice. The following table
provides an overview of these principles and their characteristics:

Principle Characteristics

Politically Context-specific analysis of the political economy, power, interests, and incentives at the
smart core of design and implementation
Technical approaches informed by political awareness and responsive to political
opportunities
Locally led | Employment of best-fit (not best-practice) strategies driven by the demands and
opportunities of a given context
Adaptive Flexible, responsive, and adaptive programming based on real-time learning instead of
and flexible | following blueprint thinking / planning
Flexible Monitoring, Evaluation, and Learning (MEL) frameworks for tracking non-linear
progress
Problem- Real-world problems of a specific context are identified and engaged through tailored
driven and | responses
iterative . : : .
Strategies and tactics regularly (re)evaluated in response to changes in context
Brokering Trust built between stakeholders in order to identify shared problems and collaborate
relationships | and co-create potential solutions
Long-term Sufficient resources allocated to cover the level of effort required to build relationships,
commitment | and understand and engage with the ecosystem, acquiring local knowledge and testing
strategies

Six Principles of TWP Approaches™

A growing number of practitioners in the anti-corruption space are beginning to complement existing
approaches around fostering transparency and increasing the availability of data with insights about, and
awareness of, the prevailing power dynamics and incentives that exist within a given context. Localizing
interventions by grounding them firmly in the specificities of a given context is thought to create important
preconditions for anti-corruption efforts to make a discernible impact. Ideally, this process is driven

by concrete problems, as identified by those who have the highest stakes in resolving a particular
undesirable situation. Enriching technical and normative transparency approaches with TWP approaches
might help steer these mechanisms in more productive directions, enabling actors to design strategies
with greater impact and improving outcomes in El. For instance, by focusing on the role that power,
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politics, and incentives play, TWP can provide a
powerful perspective for potentially strengthening

TAP interventions to more effectively achieve the TW P
desired impacts on corruption. The diagram at right
illustrates the opportunity to leverage both TWP

Bridging approaches

Power & Politics

and the conventional transparency / openness DataDriven
. . evelopment {more
(T/O) approaches largely pursued by anti-corruption better info)

initiatives to more successfully address specific anti-
corruption problems within specific contexts.

Thinking and working politically in practice
Applying TWP principles in practice can take different forms. Following are a few examples of applied
political economy approaches that can help drive effective reform:

e USAID Thinking And Working Politically Through Applied Political Economy Analysis
Through the use of applied political economy analysis, the United States Agency for International
Development (USAID) is applying a structured approach to examining power dynamics and
economic and social forces that influence development. Applying political economy analysis in
the field of corruption is a method for promoting strategic responses to corruption based on a
more comprehensive and advanced understanding, as well as awareness of the enabling and/or
disabling contextual factors for governance and anti-corruption reform. The purpose of engaging
in political economy analysis is to provide technical assistance appropriate for the political climate
of reform, as well as assistance that generates government responsiveness.

e Department for International Development (DFID) Drivers of Change Approach'?

The DFID Drivers of Change approach recognises that formal and informal rules, power
structures, vested interests, and incentives within institutions are essential to understanding
how change happens. In order to better understand the change process, the approach analyzes
the interaction between agents (individuals and organizations), economic and social structures,
and institutions as components affecting both positive and negative change. Although this is an
approach not targeted specifically at anti-corruption, the analytical thinking that underpins the
approach is useful to practitioners and funders working on anti-corruption.

e Sectoral Anti-corruption Strategies that Target Specific Problems??
The SOAS University of London-based Anti-Corruption Evidence (ACE) Consortium—sister
program to the Global Integrity Anti-Corruption Evidence (GI-ACE) research programme—has
developed an approach to anti-corruption that moves away from emphasizing the enforcement
of the rule-of-law or impunity. This alternative approach uses sector-specific power and interest
mappings to identify strategies that are most likely to achieve progress on the ground because
they are actively aligned with the interests of powerful and influential actors (within and beyond
government) in a particular context.

e Curbing Corruption—Sector Strategies for Curbing Corruption'
Curbing Corruption proposes to pursue effective anti-corruption strategies through a targeted,

sectoral approach aimed at identifying viable and feasible reforms in a given context, based on
local stakeholders’ understanding of the landscape of interests and priorities shaping the sector.
The approach supports local actors in disaggregating and prioritizing reforms, and helps these
actors design solutions tailored to the specific political context in a sector.
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Spotlight on Extractive Industries

In order to focus on tangible points and to bring greater precision to our discussions —reflecting the focus
of CCSI's_Executive Session on the Politics of Extractive Industries—the practical and empirical focus
of this meeting is on anti-corruption reforms specifically in El. The remainder of this document
provides some basic background on the subfield of governance and development work focused on El, as
well as a primer on corruption across the El value chain.

Good governance of extractive industries: The basics

For the purposes of our discussion, we will consider El to comprise those that extract oil, gas, and
mineral resources. At best, El can contribute to the economic prosperity and well-being of host countries,
generating significant revenues to be used to improve a range of development outcomes. At worst,
various aspects of the so-called “resource curse” can take hold, undermining economic, political, social,
and environmental outcomes for host countries along the way —from distorting the long-term health of
economies, consolidating authoritarian regimes, and triggering civil wars in some settings'® to causing
environmental degradation and abuses of indigenous peoples’ rights and lands.'® Promoting “good”
governance of extractive industries (GEI) has been identified as one of the main areas of intervention in
order to advance more positive outcomes from El. As a result, the GEI field has become the focus of a
great deal of activity by global development and human rights actors.

Work in the GEl field is typically organized around the El value chain that identifies key areas of activity
in the process of converting the extraction of natural resources into public benefit, as depicted in the
following diagram.”

- IMPLEMENTATION
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MANAGEMENT PROJECTS

Halland, Havard; Lokanc, Martin; Nair, Arvind; Kannan, Sridar Padmanabhan. 2015.
The Extractive Industries Sector: Essentials for Economists, Public Finance Professionals, and Policy Makers.
World Bank Study. Washington, DC: World Bank.

Although EI can potentially generate significant public benefits, each stage of the value chain is
vulnerable to decisions and actions that can prevent the realization of these benefits. In an effort to
ensure their realization, a range of organizations has identified “best” practices across the El value
chain'® to support actors’ technical capacity to counter the negative effects of mismanagement and
corruption. Initiatives and programs to promote transparency and accountability in the sector have been
particularly widespread.®

Corruption in extractive industries

Because of the vast revenues at stake, particularly with oil and gas, El dependence has been associated
with heightened corruption risk, a key challenge animating those hoping to improve GEI.?° For closely
related reasons, the sector also is prone to opacity and control being concentrated in the hands of a
small group of political and economic elites, another set of conditions that amplifies the vulnerability of
the sector to corruption and political capture.?! As a result, corruption is pervasive and extremely difficult
to address. Indeed, Transparency International regards El as being amongst the most corrupt sectors in
the world.22

The Organisation for Economic Co-operation and Development (OECD), DFID, and Transparency
International identify various types of corruption? across the El value chain?* which include contracts and
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licensing; regulation and monitoring of operations; revenue collection and allocation; and implementation
of sustainable development, as further delineated below.

Contracts and licensing

Bribery and/or collusion between domestic or foreign public officials in exchange for awarding
licenses and contracts

Patronage and clientelism in awarding licenses and contracts

Political interference, influence peddling, or extortion to influence decision making or to
circumvent and/or overlook decision-making processes and other regulation, such as
environmental preservation rules

Exercise of undue influence to gain favourable contractual terms and/or permits

Rent-seeking by imposing politically connected local partners on licenses

Bribery in exchange for tailoring laws and regulations to the advantage of private-sector agents
Bribery in exchange for overlooking or expediting bureaucratic procedures

Regulation and monitoring of operations

Conflict of interest between State-owned Enterprises (SoEs) acting as both regulator and
administrator

Fraud and document falsification in audit reports on production outputs and activities
lllegal resource extraction

Resource theft (diversion of production outputs and assets)

Extortion by means of threats to security or continuity of operations

Bribery and/or collusion of domestic or foreign public officials in exchange for receiving
preferential treatment in the enforcement of regulations and tax collection

Patronage and clientelism in awarding operating licenses and contracts

Corruption in the procurement of goods and services

Bribes in exchange for tailoring laws and regulations to the advantage of private sector agents
Bribery in exchange for overlooking or expediting bureaucratic procedures

Revenue collection

Diversion to private gain—by using beneficial ownership secrecy and/or offshore shell
companies to hide corrupt activity—of extractive resources meant for public benefit
Bribery, patronage, and clientelism in the awarding of procurement contracts and bids for
delivery of services

lllegal resource extraction

Extortion in the collection of taxes, royalties, and other fees

Bribery in exchange for paying lower or no taxes

Fraud and document falsification in revenue reporting

Revenue allocation

Diversion to private gain—by using beneficial ownership secrecy and/or offshore shell
companies to hide corrupt activity—of extractive resources meant for public benefit
Patronage, clientelism, political interference, or extortion to influence decision-making in
investment decisions

Implementation of sustainable development

Misuse and diversion of public resources Bribery, patronage, and clientelism in the awarding of
procurement contracts and bids for delivery of services

Bribery in exchange for lowering standards or overlooking decision-making processes and other
regulation, such as environmental preservation rules

Bribery in exchange for tailoring laws and regulations to the advantage of private-sector agents

More information on corruption in extractive industries:

www.u4.no/topics/oil-gas-and-mining/basics
www.globalwitness.org/en/campaigns/oil-gas-and-mining/#more
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Anti-corruption in extractive industries

Because of the extent and magnitude to which corruption pervades El, many efforts have prioritized
passing and implementing anti-corruption laws or policies. Interventions to combat corruption in EI mostly
consist of the following approaches:

e Norm-setting around transparency and accountability at the international level through
multistakeholder initiatives (MSls), including through the Extractive Industries Transparency
Initiative (EITI), Publish What You Pay (PWYP), etc.;

e Promoting transparency laws, policies, and institutions to better diagnose corruption risks in order
to enhance and better monitor compliance requirements, including through open data standards,
beneficial ownership transparency, etc.;

e Advocacy around adoption of anti-corruption regulations and standards for government agencies,
including through anti-corruption compliance mechanisms;

e Advocacy around adoption of anti-corruption standards and practices for El;

e Naming and shaming activities by international nongovernmental organizations (INGOs), such as
Global Witness; and

e Reporting on, and monitoring the enforcement of, anti-corruption laws.

As with anti-corruption work more generally, these efforts have resulted in limited success, with little
progress toward achieving their ultimate goals.?® Indeed, a recent Natural Resource Governance
Institute (NRGI) study of implementation of GEI reforms and laws in Sub-Saharan Africa found major
gaps around transparency and accountability provisions.?® A 2018 study by the South African Institute

of International Affairs and Democracy assessed three MSls (one of which was EITI) and found that
most member countries commit to transparency and accountability norms and requirements but fail to
implement them.?” According to the study, this is mostly because countries join MSls for political reasons
(e.g., obtaining legitimacy with international and domestic stakeholders), but lack genuine political will
for reform, with the result being what is called “open-washing” or “isomorphic mimicry.”? According to
the 2017 World Development Report, carefully designed and seemingly sensible policies often fail to be
implemented or generate outcomes because governance processes “take place in complex political and
social settings, in which individuals and groups with unequal power interact within changing rules as they
pursue conflicting interests.”?

Again, it is precisely these issues that we plan to tackle at this meeting.
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