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                Laurence Cockcroft
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   March 2006
   BUSINESS AND CORRUPTION: The human rights dimension
   1. Context
   ----------
   Contemporary examples of the infringement and abuse of human rights by
   business range from the (ultimate) purchase of illegally mined
   minerals from eastern DRC (Democratic Republic of Congo), to the
   knowing supply of counterfeit drugs, to off-budget sales of military
   equipment to Governments in low-income countries. In cases of this
   kind various forms of corruption provide the grease by which deals are
   completed, the consequences of which have a direct or indirect effect
   on human rights. The relevant forms of corruption may take the form of
     * 
       a bribe to a Government official or minister to secure a contract
       which is premised on the availability of labour to be paid at an
       exploitative rate, or in unsafe conditions;
     * 
       a payment to a local revenue authority that product (such as
       minerals and timber) will be transferred to an offshore parent
       company in a way which minimises the local tax burden - and so
       reduces Government’s capacity to fund basic services;
     * 
       payment to local or national authorities to secure the purchase of
       illegally mined products such as coltan or gemstones;
     * 
       a payment to the custodian of a major national resource, such as
       forests, to obtain logging rights which deplete the resource base
       without renewing it – and so deprives current and future
       generations of systematic and productive use of the resource;
     * 
       an offshore payment to secure the financing of a major
       infrastructure project which leads to the forced displacement of
       rural communities (with or without compensation);
     * 
       a payment to secure the import of faulty drugs which have a
       negative or no beneficial medical impact;
     * 
       a bribe to secure a power generation contract with a cost
       structure which will have the effect of delaying the supply of
       electricity to low-income groups;
     * 
       a bribe to clinch the award of a contract for a privatisation
       project for the provision of a basic service (such as water) which
       will raise its cost to a level beyond the ability to pay of
       low-income groups;
     * 
       the registration of a ‘shell’ company or trust to hold the
       proceeds of corruption offshore.
   Corrupt payments of these kinds clearly lead to a contravention of
   Article 25 of the Universal Declaration of Human Rights: ‘Everyone has
   the right to a standard of living adequate for the health and well
   being of himself and his family, including food, clothing, housing and
   medical care and necessary social services, and the right to security
   in the even of unemployment, sickness, disability, widowhood, old age
   or lack of livelihood in circumstances beyond his control’. The
   contraventions in question may be achieved directly (as in the case of
   faulty drugs) or indirectly (as in the case of a corruptly gained
   privatisation contract). In the latter case their impact frequently
   percolates down through society in ways impact indirectly on rights
   such as access to education and water (see ‘Corruption and Human
   Rights’).
   2. Mechanisms and impact
   The following table indicates some of the ways in which corruptly
   gained contracts may impact on human rights as defined in Article 25.
   It assumes that investments and contracts activated by corruption lead
   to ‘unreasonably’ low levels of tax payments which in turn reduce the
   capacity of a government to deliver the basic social services
   envisaged in the Declaration.
   Type of investment/ contract
   Environmental
   Degradation
   Erosion of tax revenues
   Exploitation of labour
   Erosion of sustainability of livelihoods
   Erosion of basic social services
   Illegal or corruptly gained logging
   Yes
   Yes
   Yes
   Purchase of ‘illegally traded’
   products
   Yes
   Yes
   Yes
   Yes
   Work and safety conditions ignored
   Yes
   Yes
   ‘Informal agreement’ re transfer pricing
   Yes
   Yes
   Infrastructure with
   Community displacement
   Yes
   Yes
   Yes
   Import of faulty drugs
   Yes
   Yes
   Non cost-effective power project
   Yes
   Yes
   Yes
   Corrupt privatisation contract in services
   Yes
   Yes
   Registration of ‘shell’ companies & trusts
   Yes
   Yes
   3. Incidence
   How common are these and related forms of corruption generated by
   business? TI’s annual ‘Corruption Perception Index’ ranks countries
   ‘perceived levels of corruption’ with a score of 1 to 10 (where 10 is
   least corrupt). Roughly half of the [145] countries in the 2005 survey
   had a score of below 5. ‘Grand corruption’ generated by large scale
   projects are an integral part of this problem: such projects always
   have a business dimension as the associated investment requires active
   corporate involvement. In many cases, such as infrastructure, defence
   and finance, the relevant partners are overseas companies or banks, or
   professionals such as accountants and lawyers. In other cases, where
   the partners are all domestic – for example in India and China – the
   levels of corruption may be even more serious.
   Changes in the international regulatory environment over the last ten
   years have certainly had an impact for the better on the way in which
   many larger and well known multinational corporations operate. This is
   reflected in a number of fairly high-profile international initiatives
   which recognise the corruption issue such as the UN Global Compact,
   the Extractive Industries Transparency Initiative, the Global
   Reporting Initiative and ‘ethical’ screening initiatives such a
   FTSE4Good. To the extent that they impact on levels of corruption in
   corporate life they will certainly also reduce the abuse of human
   rights which is generated directly or indirectly by the business
   sector.
   State of the discussion
   The link between human rights and corruption is generally not treated
   as an integral part of the debate about either human rights or
   corruption, which tend to be regarded as individual problems. The link
   between the business sector and the erosion of human rights is
   regularly discussed but the fact that corruption may be a driving
   force in this process is not widely recognised. TI (UK) and the
   Business and Human Rights Resource Centre intend to ensure that the
   link is more widely understood and to present evidence of progress or
   otherwise.
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