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FEATURED 0&A

LATIN AMERICA ADVISOR

What Can Companies in the Region Do to Minimize Corruption?

A recent survey of 900 senior

executives worldwide found

that, out of all regions, compa-

nies operating in Latin America
saw themselves as most vulnerable to
fraud and corruption (72 percent), but Latin
America also showed the least investment
in means of addressing fraud and corrup-
tion. Why the gap between perceived risk
and efforts to address it? What specifical-
ly can companies in Latin America do to
help minimize such risk?

Guest Comment: Matteson Ellis:

"Companies operating in other

regions have already seen sub-

stantial penalties result when
they and their competitors ignore risks of
corruption in business (e.g., Siemens was
fined $283 million for bribing Nigerian,
Russian, and Libyan officials; Baker
Hughes was fined $44 million for bribing
Kazakh, Indonesian, and other officials—
both companies were forced to hire intru-
sive independent compliance monitors.)
No such significant and expensive headline
cases have yet hit Latin America, but the
region's wake up call is sure to come.
Passive corruption (the offense committed
by the official who receives the bribe) has
been fought for some time now in Latin
America in various ways—calls for greater
public-sector transparency, a more robust
press, growing enforcement of domestic
bribery laws. In contrast, active corruption
(the offense committed by promising or
giving the bribe) is still largely a hazy con-

Inside This Issue

cept in Latin American. Why? Partly
because enforcement of laws like the US
Foreign Corrupt Practices Act (that can
apply to US and foreign companies) has
not been as common in Latin America as in
other regions. Add to that a pervasive view
among businesspeople that corruption in
business there is inevitable. Ironically, the
OAS in 1996 concluded the first interna-
tional treaty to deal with active corruption.
Since then, the body of international anti-
corruption law has grown, and enforce-
ment of such laws has improved, but Latin
America still lingers behind. There are con-
crete investments the private sector in
Latin America can make in order to reduce

Continued on page 4

Chavez, Lula Meet in Brazil

Venezuelan President Hugo Chavez and
Brazilian President Luiz Inacio Lula da
Silva met in the Brazilian city of Recife
on Wednesday. See story on page 3.

Photo: Agencia Brasil.
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Guyana Offers to Allow
US DEA to Open Office

Guyana's president, Bharrat Jagdeo,
on Wednesday offered to allow the
US Drug Enforcement Agency to
open an office in his country. In a
meeting with US Assistant Secretary
of State for Western Hemisphere
Affairs Thomas Shannon, Jagdeo
said that a physical US presence
would help reduce violence in the
crime-plagued nation, and also ben-
efit the Caribbean basin. Shannon
said he would pass along Jagdeo's
offer.

Second Bomb Explodes in
Santiago; No Injuries Reported

A small homemade bomb exploded
at a state-owned bank in Chile's
capital on Wednesday, Reuters
reported. The device, reportedly a
fire extinguisher containing an
explosive charge, detonated at the
door of a branch of BancoEstado in
western part of the capital of
Santiago. No one was injured. The
government blamed the attack, the
second in 10 days, on anarchists
who hold protests at this time every
year.

AES Names New President
for Latin America

Virginia-based power company AES
on Wednesday named Andrew Vesey
its new president for Latin America.
Vesey, who has been with AES for
four years after stints at Entergy and
with energy consulting practices,
also becomes executive vice presi-
dent with the company. AES' stock
price has taken a hit recently, falling
by nearly a half over in value over
the past two years, in part due to
business setbacks in Latin America.
The company runs 47 generation
plants and nine utilities serving
more than eight million customers
across the region.
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Political News

Colombia Calls on Ecuador
to Help Fight FARC Rebels

The Colombian  government on
Wednesday called on Ecuador to help fight
FARC rebels operating along the coun-
tries' shared border, saying rebels hiding
in Ecuador launched makeshift bombs
across the border at workers eradicating
coca plants last week, Reuters reported.
Foreign Minister Fernando Araujo said no
one was killed in the
incident, but pleaded for
Ecuador to take action
to help curb such
attacks. "No government
can stand by with its
arms crossed while its
citizens are  being
attacked from the other
side of the border,"
Araujo was quoted as saying. "We ask the
Ecuadorean authorities to please help us.
We should each coordinate security in our
own territory." Colombia set off a diplo-
matic crisis on March 1 when it raided a
FARC camp in Ecuador, killing the rebel
group's number-two commander, Raul
Reyes. In response to the raid, Ecuador
and Venezuela severed diplomatic ties

Araujo
Photo: Colombian
foreign ministry.

with Colombia and rushed troops to the
border, while lobbying for international
condemnation of the attack. The
Colombian government has apologized
for the incident and promised not to con-
duct any more cross-border raids in the
future, but has called on its two neighbors,
which it accuses of having ties to the
FARC, to do more to combat the rebels.

Buenos Aires Governor Proposes
Talks With Striking Farmers

The governor of Argentina's Buenos Aires
province, Daniel Scioli, on Wednesday
proposed talks with striking farmers
whose two weeks of protests are creating
shortages of meat and dairy products in
what has become the biggest challenge to
the three month-old government of
President Cristina Fernandez, local daily
La Nacion reported. As of this morning,
two of the four groups directing the strike
said they were willing to participate in
talks, but said they would not back off
their demand that the government scrap a
tax on farm exports. On Tuesday,
Fernandez accused the farmers, who have
blocked highways throughout the country,
of "extortion." Thousands of Argentines
have taken to the streets around the coun-
try in scenes reminiscent of protests dur-
ing the country's 2001-02 banking crisis.

uranium acquired by FARC rebels.

uranium.

Colombia Seizes Stash of Uranium Acquired by FARC Rebels

The Colombian government on Wednesday seized as much as 30 kilograms (66 lbs) of

In a press release, the ministry of defense said it was led to the uranium stash in the
capital city of Bogota by informants, who first brought samples of the radioactive
material to military intelligence officials on March 20.

Officials from multiple state agencies, including experts from the Colombian Institute
of Geology and Mining, or Ingeominas, are removing the uranium from the site,
"which according to informants could be more than 30 kilos," the ministry said.

The ministry did not say where the material came from or what it could be used for. It
said it would provide more information once it confirms that the material is in fact

The ministry said information about the stash was found earlier in files on a laptop
computer belonging to FARC leader Raul Reyes, who was killed in a Colombian raid
on a FARC camp in neighboring Ecuador on March 1.

Experts believe the FARC was probably not seeking to use the uranium to make a
bomb, but more likely aimed to sell it on the international black market.
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Venezuelan National Assembly
Opens Probe of Chavez Brothers

In a potentially damaging blow to
Venezuelan President Hugo Chavez, the
country's  National Assembly on
Wednesday opened an investigation into
accusations two of Chavez's brothers
acquired 17 ranches in his family's home
state of Barinas, the Associated Press
reported. The lawmaker, Wilmer Azuaje,
said he asked the Assembly's audit com-
mission to visit the ranches for an inspec-
tion and to summon those who sold the
ranches to Chavez's brothers, Argenis and
Narciso, for questioning. Azuaje, a mem-
ber of the president's socialist party, told
local television on Tuesday that he has
documents indicating the two brothers
acquired the ranches through front men.
He said he decided to call for the investi-
gation because he feels the land acquisi-
tions harm the image of Chavez's socialist
movement. Azuaje said he also has asked
prosecutors to open a separate investiga-
tion. Asked if the accusations are linked to
his campaign for governor in Barinas,
where Chavez's father currently holds the
post, Azuaje said Chavez and his party
"demand that we denounce... acts of cor-
ruption (and) incapacity," according to
the AP. National Assembly President Ciro
Flores, a close ally of the president, said
the Assembly would investigate not only
the president's brothers, but also Azuaje's
activities, and called Azuaje's accusations
part of campaigning ahead of state and
local elections in November.

Economic News

Lula and Chavez Sign Accords on
Food, Industry; Refinery Deal Elusive

Brazilian President Luiz Inacio Lula da
Silva and Venezuelan President Hugo
Chavez on Wednesday signed farm and
industry accords on Wednesday, and
agreed to form a regional defense council
but failed to reach final agreement on a
joint oil refinery project in Brazil, Reuters
reported. Lula agreed to provide technical
assistance in industrial development and
food production to Venezuela, which has
faced shortages of staple goods such as
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The Dialogue Continues
What Role Would a Defense Council Play in South America?

Brazil has taken the lead in

supporting the creation of a

South American Defense

Council, which some see as a
counterweight to an anti-US military
alliance proposed by Venezuelan
President Hugo Chavez. What are the
chances the council will be estab-
lished? What role would it play in South
American relations and in promoting
collective responses to existing securi-
ty challenges

Guest Comment: Thomaz

Guedes da Costa: "With regard

to Brazilian Defense Minister

Nelson Jobim's campaign for
the Council, the picture is not very clear.
For those that follow Brazilian defense
and security issues, the proposal sounds
even distracting. The minister has many
problems in his portfolio, most without
an easy fix. The civilian air transporta-
tion system needs to regain full credibil-
ity for consumers. The broad desire for
weapons technology transfer and offsets
seen in the past five years, concerning
the modernization of the air force's
fighter jet fleet, does not find practical
solutions without hidden costs. The
demands for reviving Brazil's arms
industry must find projects which will
not result in mere subsidies for small
scale military purchases in the national
market, while joint productions with
neighbors must find viable mobilizing
initiatives ... Defense policy and the
readiness of the armed forces needs

meat, milk, and flour, while Chavez said
he supported a Brazilian-led proposal for
a South American Defense Council, which
would aim to help reduce conflicts and
reduce reliance on US weapons. However,
during their meeting in the northeastern
city of Recife the two leaders were unable
to finalize a deal on a $4 billion joint oil
refinery being built there. "A small part
remains [to be discussed]," Paulo Roberto
Costa, supply director for Brazilian

review. The roles of the Brazilian mili-
tary in supporting civil authorities pro-
vide little valuable capital to the defense
ministry, while violence from organized
crime and humanitarian assistance such
as the support in the fight against
dengue fever continue to be headlines.
How long will Brazilian forces stay in
Haiti? And so forth. Since November
2007, the minister has called for a South
American mechanism for consultation
and cooperation on defense issues. But
what political and institutional gaps will
it bridge? How will other countries react
to it? Will it assist in solving the conflict
in Colombia and the problems of
transnational violence of crime and ter-
rorism? I am surprised by all the open
declarations about such a proposal at
this stage. Considering that such a
Council is an issue of foreign policy for
Brazil, I wonder what Itamaraty has to
say about it and how much political cap-
ital Brazil is committed to use in its
implementation."

Thomaz Guedes da Costa is a Professor
of National Security Affairs at National
Defense University in Washington, DC.

Editor's note: the above is a continuation
of a Q&A published in the March 26,
2008 issue of the Advisor.

national oil company Petrobras, said
before the meeting between Lula and
Chavez. Petrobras and Venezuelan state-
owned oil company PDVSA have been in
talks over the refinery since 2005.
Petrobras has said it is prepared to build
and run the refinery alone. The refinery is
expected to process 200,000 barrels of oil
per day (bpd) starting in 2010, with out-
put eventually rising to 400,000 bpd,
according to Bloomberg News.
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Continued from page 1

risks that employees will pay bribes to
win advantages—many subsidiaries of
US companies have already begun.
Companies can ratchet up internal com-
pliance programs, conduct due diligence
on third parties (who also create liabili-
ty), and train employees on applicable
laws."

Guest Comment:  Peter
Schaefer: "Latin America and
Africa have invested more in
reform and gotten less from it
than the other developing regions.
Transparency is important, but endemic
corruption is not really a failure of crim-
inal law, which is about what you cannot
do. Rather, corruption reflects the lack of
civil law, which provides rules about
what you can do. Because you cannot
have commerce without rules, most cor-
ruption is really a mechanism to create a
predictable rule set. Having surveys that
tell you a country has corruption is
meaningless, since those who set the
rules have to be known to all the players
for the system to function. The way to fix
corruption is not to lock up the elites
who take bribes, but to give the people a
transparent, universal rule set; that is, a
civil code that creates and enforces rules
about what you can do in order to struc-
ture their lives and their business. Of
course, everyone hates corruption, but
the alternative is civil (commercial)
anarchy. The informal sector—80 to 95
percent of the populations throughout
Latin America—and its gray economy
will migrate to a civil code if it proves it
can provide a fairer, cheaper set of rules
that protects property as well as con-
tracts and other commercial matters."

Guest Comment: Silke Pfeiffer
& Jermyn Brooks: "Generally
speaking, businesses reflect the
same level of efficiency as seen
in their local environment, ie., they
adapt to the public-sector bureaucracy

Copyright © 2008, Inter-American Dialogue

and political landscape, rather than
imposing their own standards. So, in
environments where fraud and corrup-
tion are endemic they tend to be fatalis-
tic and accept that the cost of doing busi-
ness will be increased because of bribes
and that they will lose some assets
through fraud. The usual disincentive to
corrupt activities is loss of reputation.
However, in a society where law enforce-
ment is weak, the costs of introducing
anti-bribery systems are perceived to
outweigh the costs of being caught in
corrupt acts. In addition to this, we
observe that in Latin America the con-
cept of a shared responsibility of the pri-
vate sector in addressing corruption is
underdeveloped. In other words, Latin
American companies tend to blame the
public sector. What can companies do?
We recommend 'collective' approaches.
We have seen interesting approaches of
industry-wide anti-bribery agreements,
such as the one facilitated by
Transparency International's National
Chapter in Colombia (targeting water
pipe producing companies), which is
currently being replicated in Argentina
and Brazil. In this framework, compa-
nies agree on joint rules and on mecha-
nisms to enforce these. What is impor-
tant is that there is commitment from
the top and effective enforcement."

Matteson Ellis is a Senior Associate in
the International Department at Miller ¢
Chevalier in Washington, DC.

Peter Schaefer is a writer and
researcher, and has published work
recently on property rights in Latin
America.

Silke Pfeiffer is Regional Director for the
Americas and Jermyn Brooks is Director
of the Private Sector Program of
Transparency International.
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