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Mitchell A. Seligson and Francesca Recanatini

Ecuador’s problems with poor governance and high corruption are legendary and lead to
the deficient delivery of public services. In comparison with the rest of Latin America,
most of Ecuador’s recent indicators reflect deterioration, particularly in terms of the qual-
ity of its regulations, participation, the rule of law, and the responsibility and effective-
ness of government. Specifically Ecuador rates as the country with the least control over
corruption in Latin America. Corruption is a very serious problem in Ecuador, as clearly
reported by most citizens, and it is particularly Jrequent in obtaining government con-
tracts and receiving public services. The Srequency of bribery varies from one service to
the next, but occurs less Jrequently at the subnational level of government. Corruption
exacerbates poverty and inequality, discourages tax collection, and reduces the resources
available to society. An estimated one-third of available public funds are improperly
diverted for political reasons. A program of reforms must focus on the public sector and
on civil service. In general terms, a multifaceted plan of reforms focusing on three pillars
is needed: strengthening existing regulations and institutions in the [ight against corrup-
tion; promoting education for the population on its oversight rights regarding the work
of government, with the development of mechanisms to monitor and control public
spending; and improving governance in order to prevent the various forms of corruption,
whether administrative or associated with specific areas such as government procurement
and contracting. Three measures are suggested for the short term: the creation of a Gov-
ernance Pact between the state and civil society, civil service reform, and immediate
pransparency in the publication of government procurement bidding and contracts via the
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Internet. Supplemental measures in the medium term would be modernizing budgetary
information to provide access for citizens, the media, and Congress: regulating finances
and contributions to political parties in political campargns, strictly prohibiting the use
of state funds for polisical campaigns; and strengthening the mechanisms for the admin-
istration, control, and social auditing of sectional governments. Finally, a National
Transparency Campaign, carried out at the provincial, municipal, and local level,
would be part of a new culture of governance in the country.

A. Governance in Ecuador from a Comparative International
Perspective

Although the growth of democracy in Latin America is a welcome trend ,the parch
followed has been neither smooth nor easy. Ecuador finds itself among the countries
in the region for which democratization has been a particularly formidable chal-
lenge. In recent years, Ecuador has faced political instability, with serious conse-
quences for its economic and social development. However, the government assum-
ing power in 2003 has numecrous opportunities to make rapid progress.

For various years, the World Bank Institute has gathered indicators to measure
the quality of governance.? The set of current international dara is from the year
2000 and covers some 170 countries {see Figure )3

A key component of the indicators is “Government Effectiveness.” This measures
the quality of public service provided and of the bureaucracy: the fitness of public
employees; the independence of public administration from political pressures; and,
finally, the credibility of the governments commitment to policies (Kaufmann,
Kraay, and Zoido-Lobatén 1999a. Ecuador should be compared with other South
American countries through analysis of the dara seen in Figure 1. Within the con-
text of Latin America, it is clear that the quality of governmental efficacy in Fcuador
does not carn a good rating, In the international context, the country falls slighely
below the 28th percenile, unlike Chile, which has a rating higher than 90. In effect,
only two other countrics in Latin America are in the “low” range in this regard:
Veneruela and Paraguay.

2. The aggregate indicators construcred included data from 1997 and 1998. Assuming that
institutional indicators do not change oo much from year to year, these indicators pro-
vide a good measure of the 1990s. t lowever, thesc indicators may not capture a true insti-
tutional improvement (or unfaverable evolution} in the same decade, Kaufmann, Kraay,
and Zoido-Lobatdn (19994 and b).

3. The thin lines associated wich cach bar in Figure 1 represent the margin of error in the ¢al-
culations for a confidence interval of 9% percent. For more data on measurcment proce-
dures, scc Kaufmann, Kraay, and Zoido-Lobatén (1999b).
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Figure 1. Government Effectiveness
(Latin America and the Caribbean Region, 2000-01)
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. Why is governance so problematic in euador? One reason is that the rule of law
Is very weak. Alchough its ranking is nor as low as in the case of six other countries
in the region, World Bank data indicate that Feuador is in the lowest quartile in l|];‘
world distribution of the rule of law. "This can be sceen in Figure 2, "

Tlhe‘ i]Tl-mlcr] of Ilimitarions on the rule of law is, in turn, manileseed quite con-
cretely in hiph levels of corruption. As can be seen in Figur : i it
tute’s comparative data indic{nc that cumrt:ltiisrtn;,nc:)r:'rlulgl'”e 3_‘.l.hL\.W‘_"\lil e
rues ption is a significant problem
in EL%mdor. In summary, licuador finds itself in a vicious circle of low government
effectiveness and limited rule of law, both of which limit efforts tw control cnrru-p-

tlon.lAs we will sec below, all this in twen leads to a decline in invesrment and eco-
nomic growth,

The face that the trend of the indicators seen above has been negative is a cause
for concern. As can be seen in Figure 4, which compares the measures of governance
for 1-9‘)7—-‘)8 with those for 2000-01, the significant challenges thar Feuador’s eco-
nomic and political system faced during the 19905 affecred all measures of govér-




414 Fouapor: AN BCONOMIC AND SOCIAL AGENDA IN THE NP MILLENN Uy

Figure 2. The Rule of Law
(Latin America and the Caribbean Region, 2000--01)
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nance. I all cases, the most recent level is lower than the preceding one, T is possi-
bie chat some stability may have been created in 2002, but there are still no dat wo
corroborate this, Tlowever, the presidential campaign seems to have shown that both
party clites and the general public have generally rejected the politicians of the
past—whom they blame, perhaps with good reason, for the political and cconomic
crisis of the late 1990s. It would seem thar Feuadorans want o begin from scrawch,

B. Corruption and Its Impact

As noted above, the problem ol corruption is very serious in Peuador, Good gover-
nance is intimately associated with limitdions on corruprion. Corrupt undermine
citizens' confidence in the political system. This section provides information chat
measures the cost of corruprion and poor governance.

According to a survey conducted by the World Bank Institute in 2000, Ecuado-
ran houscholds consider corruption to be a serious problem. When evaluating the
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Figure 3. Control of Corruption
(Latin America and the Caribbean Region, 2000-01)

Chile —

Costa Rica i
Uruguay 1,
Belive ; ; !

Brazil

Peru
Mexico

El Salvador
Argentina

Colombia
Panama
Venezuela
Honduras
Guaternala
Bolivia
Nicaragua
Paraguay

Feuador

0% 20% 40% G0%, 8} 100U
Counery rating in pereencile (07 100%)

Sesrce: Kautmann, Kraay, and Zoido-Lobatin, 1999,

seriousness of the country’s problems, approximately 70 percent of those surveyed
gave “corruption in the public sccen™ the worst racing possible. Companies also
consider corruption 1o be the greatesr obstacle 1o business development (see Figure
5). When rating the scriousness of a series of obstacles 10 business development,
morte than 50 pereent of the companies surveyed gave the worst possible rating (o
corruption (as well as to the high cost of unofficial payments, inflation, crime, rob-
bery, and unstable policies).

The Cost of Corruption

The increasing amount of data from empirical rescarch emphasizes thae poor gover-
nance and corruption reduce the standard of living and make the distribution of’
wealth among citizens more uneven. The channels through which corruption affects
development are ies prejudicial effects on the poor, negative impact on investment
and growth, and negative effect on quality in and access o public services such as

health and cducation, In this way. corruption hits companies and houscholds hard.
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Figure 4. Changes 1997-98 and 2000-01
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The data indicare that corruption perpetuates poverty, given thart ic aces as a
regressive tax (see Figure 0). I Touscholds indicate that they allocate an average of 2

10 3 percent of their incomes to paying bribes in order to obtain access 1o public
services. In the case of low-income houscholds, the burden of corruption is heav-
ict. On average, they spend up to 4 percenc of their annual income on bribes,
whereas the richest households spend less than 1.5 percent. However, Ecuador is
not the only country that faces this problem. Darta from surveys conducred in var-

10

ious countries suggest a similar scenario: corruption punishes the poorest and thus -

Obstacles to the Development of Th
2
I
]
I
1
1

most vulnerable groups excessively, given that it acts as a regressive tax on users of
public services. 9
T'here are other mechanisms through which corruption affects the well-being of

poor citizens. Corruption contributes to discrimination in terms of access Lo public X

Crime, theft

Bureaucratic discretionalicy

services. The survey indicates that the cost of corruption, in addition to the cost of

Taxes

illegal payments, is that pumerous uscrs stop asking for a service because they are

Inflacion
Financing

unablc to pay bribes.

Bureaucracy
Monopolies

However, individual citizens are not the only ones who are penalived by defi- B

Tax regulations

Regulatory costs

Unstable policies
Legal uncertainty

ciencies in governance: companies also pay a high cost because of corruption. The h

Poor infrastructure
Tax laws and codes
Trade regulations

data indicate that companics spend more in bribes and bureaucratic red tape than A

Regulatorv uncertainty
Technological problems

anies on
0
Rules for new businesses |

Public sector corruption
Cost of corruption/bribes

on security. Companies indicate that unofficial payments to public servants repre-

Exchange rate regulations

sent an average of 8 percent of their gross incomes. Tn contrast, companies indicitte a

Uncertainty due to corruption

that they spend “only” 5 percent on bureaucratic red tape and 4 percent on security.

Saurce: World Bank Institute, 2001.

Figure 5. Opinion of Comp:
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Figure 6. Corruption as a Regressive Tax on Users
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Small companies must spend more on bribes in terms of their monthly income than

large companies. Microenterprises (with fewer than 10 employees) pay an average of

8 pereent of their monthly income, while large companies (with more than 100
cmiployees) pay less than 2 percent.

Nearly all companies (97 percent) that work with the public sector indicace thar
they must pay bribes 1o obtain purchase contracts, 1o bid successfully, they must pay
an average of 15 percent of the toral value of the contracr.

The data indicate that corruption discourages private (particularly forcign)
investment. Companics were asked whether they had ever decided not o make an
investment they had already planned. The data show thar companies for which the
burden of bribes is highest are those rhat decide not w invest. Tn this sense, bribery
frightens away investment. In particular, when the difference batween local and for-
cign companics is analyzed, we see thau forcign companies that decided not to invest
in Feuador are also those most affected by corruption. The consequences of this are
Pﬁl'ri(.‘l]lﬂrly nt‘.gﬂtivt'..

Corruprion is widespread in public services, but some are more corrupt than oth-

ers. For both houscholds and companies, the likelihood of having to pay a brilx
varies depending on the service, The data from the World Bank survey show dhac,
of the services studied, those for which houscholds will most likely have to pay
bribes are public registry, ranning water, clectricity, public hospirals, and public edu-
cation, In the case of companies, the public services for which they will most likely
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have to pay bribes are customs, automobile registration, tax inspections, the raffic
police‘ and the technical vehicle inspection agencics.”

The amount of the bribe varies considerably depending on the service. On aver-
age, houscholds tend 1o pay relatively higher bribes to the trallic police, customs, ihe
license deparrment, and the national police. Fach rime they reccived a service from
thesc institutions, they paid more than $US4. (lable 1). The average amount of
btribes in public schools is $USLE. Companies, on the other hand, usually pay rela-
tively higher bribes 1o customs, for tax inspections, for import/export permits, and
for construction permits. On cach occasion, they paid more than $US40 (lable 2).

It is possible to analyze what service receives the major parc of the “booty” if the
frequency and amount of the bribes are taken into account. More than 80 percent
of the bribes paid by houscholds are for the traffic police, the telephone company,
running water, public registry, customs, and the electrical company.” More than 80
percent of tic bribes paid by companics are for customs, construction permits, tix
inspections, the wraflic police, and the national police. This means that the burden
of bribes can be considerably reduced if efforts to combar corruption focus on these
services fram rhe outset.

The data from the survey conducted by the World Bank Tnstitute in the year
2000 indicate that corruption reduces pubtic resources considerably owing to uncol-
lected taxes and 1arifts and misappropriated public funds. On the other hand, both
companies and houscholds are willing to contribute money to eliminate corruprion.
More than 85 percent of the companics surveyed indicate thar they would be will-
ing to pay an additional share of their income it this would eliminate corruption,
On average, they agreed to pay an additional amount cqual 10 9 percent of their
income. Nearly 70 percent of houscholds strted that they would be willing o pay
an additional share of their income if this would climinate corruption. They indi-
cared that they would agree (o pay an average additional amount equal to 12 per-
cent of their income.

Corruption reduces the resources available (o public institutions owing to the
diversion of funds for political reasons. More than one-fourth of those who work in
Petrobicuador (the national pewroleum company) and in the National Tand 1raflic
and lranspartation Council indicate that public funds are misspent in these institu-
tions. T'hey estimared that berween 40 and 50 percent of the funds available are
diverted Tor political reasons. Overall, abour 6 percent of public employees infer-
viewed indicated that public funds are misspent in their institutions. They estimated
that one-third of the available funds are diverted for pelitical reasons,

4. 1n caleularing the probability of paying bribes, the difference inche number of contaets
with cach public service is taken into account, For example, it is much more likely that a
houschold will deal with a public haspital than with customs.

5. The expected amount of the brilie for cach pubic service is calewlated based an the fre-
quency of contact, the frequency of the payment of bribes, and the amount.
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Table 1. Frequency and Amount of Bribes
{According to Citizens)

Frequency of

Amount of payment of
bribe paid in bribes
each contact,  contingent on
Probability  contingent contact Percentage of

(perceniage households

that reports

of paying  on payment
a bribe (as  of the bribe

with some

Public services a percentage)  (in 3US) bribe} contact
Public registry (identity

document, passport) 10.5 2.72 111(25) 42.4
Tostallation of running water 7.8 2.42 o (14) 54.1
Eleerrical company 6.6 1.90 5 (12) 100.,0
Public hospitals 5.1 2.32 11 (1 94,7
Public educational instinudons 4.4 1.74 5 (15) 326
National police 4.7 4.37 18 (3% 2.5
Telephane company 4.2 3.72 3(12) 995
‘Iraffic police 3.0 11.50 20 (30) 8.3
Customs 2.4 5.14 30 (30) 47
Tax collection offices 2.0 2.31 501 (DX
Deparrment of drivers' licenses,

permits, and so an 1.9 4.48 B 9.6
Trash collection 1.2 1.03 2{3 993
Offices that grant

construction permits 0.7 3.08 6 (17) 3
Post offices 0.3 0.34 2 (4) 94 8
Social Security 0.3 287 1 (4) 9.5

Seterce: World Bank Tnstiture survey conducted in 2000.

The data also reveal the close relationship between bribes and poor service qual-
ity. Poor service quality {according to the users” evaluation) is associated with the
highest bribes (according to houscholds and companics). The usual argument is that

bribes help to speed up the delivery of public services or even increase the quality of

the services provided. The data from Ecuador prove that, on average, the higher
number ol bribes does not result in better quality service provision. T'he opposice is
very much the case: poor service quality and bribery go hand in hand. Houscholds
rate customs, the eraffic police, the nadonal police, and public registry as being
extremely deficient in terms of both service quality and bribes. Similuly, companics
give poor ratings o the traftic police, the national police, running water installation,
border crossings, and construction authorities both in terms of service quality and
corruption. In contrast, they gave good grades to fire inspection, property regisiry,
and company registry.

4
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Table 2. Frequency and Amount of Bribes
(According to Companies)

Frequency of
Amount of payment of
bribe paid in bribes
each contact, contingent an

Probalilicy  contingent contact Percentage of

of paying  an payment (percentage households

@ bribe (us  of the bribe that reports with some
Public services a percentage)  (in $U/5) bribe} contact
Customs crossing 1.3 %¥3.06 19 (44) 34.3
Automobile registrarion 11.3 31.069 24 (42) 30.8
Tax inspections 10.0 66,008 16 (36) 42.2
Traffic police 0.1 22.88 46 (61) 11.3
Technical vehicle inspeerion 5.8 13.95 19 (35) 18.9
Registry of companies 4.8 29.90 8 (22) 26.4
Import/export permits 3.9 58.61 11{31) 15.9
National police 34 24.74 33 {55) R.6
Construction permits 3.7 49.67 2(52) u.2
Installation of elecricity 3.7 14.91 8(33) 12.3
Installation of running water 3.6 18.57 2( (45) 11.4
Health inspections 3.1 26.11 6(31) 16,9
Property registry 2.8 31.99 (: (16) 17.8
Construction Heenses 1.2 32.81 12(27) 4.9
Fire inspections 1.4 17.89 11(21) 7.7
Public credic 0.y 9.11 8 (35) 39

Sotrce: World Bank Insticuee survey conducted in 2000.

It is no surprise that Ecuadorans perceive public corruption to be widespread. lak-
ing the country as a whale as the basis, three-quarters of the population belicve that
corruption is very common or somewhat common (see ligure 7}. T'he answer o this
question varics considerably depending on the region. As pereeption moves on a scale
from 0 to 100, we sce that in Quito, the seat of the national government, the pet-
ception is significandy higher than in other areas of the country {see Figure 8).

By way of comparison, Ecuador's indicator is higher chan that of any other coun-
try for which there are dirccly comparable data, with the exception of Paraguay.
This means that national perception of the magnitude of corruption is higher in
Ecuador than in the other Latin American countrics, except for Paraguay.

In the survey, licuadorans had to rate 2 large variety of institutions based on a
scale ranging from extremely corrupt {rating: 1) to extremely honest (rating: 10).
Figure 9 shows the resuls, Although it may not be surprising, it is disturbing that
members of Congress, ministers, and party leaders receive the lowest ratings.
Nonethcless, it is to be noted that mayors obtain a considerably hetter grade. These
findings have dircct effects on any effort cacried out in the fight against corruption.
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Figure 7. How Common Is Payment of Bribes to Public Employces? Figure 9. Perception of Honesty
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Figure 8. How Common s Corruption?
{by region)

86.0 - :
. " Focusing the analysis dircetly on the level of corruption as such, racher than on
§ #4.0 A perceived corruption, the surveyors asked the respondents about their experiences
E‘ 420 4 with corruption in the 12 months prior o the interview (see Figure 10). The survey
8 covered a wide range of situations, including direet and personal expericnce and
E 800 indircct experience, that is, sceing or hearing about corrupr acts. ‘The most com-
g 80 ] rml)nly expcr-icncc(l CorupL act is seeing a pnlic_cm;m ask for a bribe. More than one-
8 ' third had this experience in the 12 monchs prior to the survey. Flaving scen a bribe
é 70.0 A Paid to a civil servant ranks sccorui. Sadly, the level is also high for some fype af
‘g 0 improper payment in the country’s public education system: Nearly half of all rhosc‘
e surveyed had a child in school in the year prior 1o the survey and 41,1 percent of
5 o4 A R these had cxperienced bribery. As seen in the figure, excluding those who had no
* 200 | 31 VR 715 c!ﬁildrcn in sg.‘hool. 19 percent of l'}cuadm‘ans cljcountcrcd corr‘uprion if] this set-
Ou O ? | lae M. ’ - i - - ting.® According ro the survey, the fourth most frequent form of corruption occurs
Juito Guayaqui AT ediom Sma Rural

- . iy in hospitals or health clinies. OF those surveyed, 17 percent had an experience with
CIies Citics CITies areas

Sotirce: Seligsor, 2001,

6. However, this figure should be interpreted carctully. As indicaced abave, the question

i asked about "payments exceeding those required by law.” Schools may ask parents for
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Figure 10. Forms of Corruption
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bribery in these settings. Once again, not everyone used the health services. In eftect,
only 45 percent of those surveyed used the health services in the year before the sur-
vey, but 35 pereent of these had to make some kind of improper payment. The
remaining, types of corruption are shown in the figurc.

How do these levels of experience with corruption compare with those in other
countries? The results of the World Bank indicators on controlling corruption noted
at the beginning of this report put Ecuador almost at the end of the list for Latin
America. Figure 11 shows survey results on experience with corruption, and we sec
that they are broadly consistent with the World Bank’s results,

money to pay for beoks or other educational materials and aciually use the money for that

purpose. Thus, alchough these payments may not be required by law, they are not neces-
sarily a clear case of corruption either.
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Figure 11. Experience with Corruption
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A general index of victimization by corruption has been created by recording
dircer and personal experiences with corruption, setting aside observed or second-
hand accourus. The index includes bribes paid to the police, to public and munici-
pal employees, bribes at work, in the courts, in the public health services, in the
schools, and bribes paid ro abtain clectrical service. The results show that 50 percent
of Ecuadorans have had at least one experience of corruption in the 12 months pre-
ceding the survey. In addition, we see that one out of every four Ecuadorans has
been the victim of a corrupt act, and that 25 percent have been the victim of more
than one. It other words, on average Fcuadorans experienced about one act of cor-
ruption in the year prior 1o the survey.

Perhaps the most important reason for studying corruption is its potential influ-
ence on long-term demacratic stability. Recent studies conducted in various Lartin

American countries have shown empirically thae citizens who have been victims of
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corruption support their political systems less than those who have not (Seligson
2001, 2002). These findings come from studies conducted in Bolivia, El Salvador,
Honduras, Nicaragua, and Paraguay, When the measure of support for the sysrem
{presented carlier in this work) is used as the dependent variable, the impact of cor-
ruption is very clear, as can be seen in Figure 12. The national survey showed thur
citizens who had not been the victim of corrupe acts during the preceding year were
above average in support for the system, but the higher the number of corrupr aces
experienced by the person surveyed, the more his or her support for the system was
reduced.” The results do not vary when controls for gender, age, education, income,
marital status, and city size are introduced. In addition, the effects of political par-
ties were analyzed 10 check whether official pary voters were less likely to repor
being victimized by corruption, No such effect was found. Corruprion in Ecuador
is clearly a marter of importance, as in other countries in the region.

Figure 12. The Impact of Being Victimized by Corruption
(on support for the system)
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7. 'The slight increase ar the highest levels is smstically insignilicam but could refleat the
potitical power of the cauncey’s wealthiest groups and their ability to avold the usual forms
ol bribery.
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C. Local Government and Decentralization

During mest of its histary, Feuador has been a highly cenuralized country. Local gov-
ernments have been. and continue to be, highly dependent an transfers from the
pational government because of their limited ability to generate their own revenues.,
In recent years, the governmentd decided 1o increase decentralization. As che
National Modernization Council (CONAMY has declared, the Political Constiru-
tion of the Republic of Ecuador provides that public administration be organized
and developed in a decentralized way, and that the central government will gradu-
ally transfer its funcrions, powers, jurisdicion, responsibilities, and resources 1
indcpcndenr arganizations or other regional organizations.

The dara from the University of Pittsburgh/Cedatos-Gallup survey show what
citizens consider 1o be the most serious problems of municipal governments at pres-
ent. The results shown in Table 3 reveal some variation berween regions. Road main-
tenance is an important probiem throughout the country, bur ic seems much morc
serious in the rural highlands region. Tn contrast, problems refating o securicy and
crime are common in urban areas but not in rural arcas, We also see that deficient
municipal administration is mentioned more {requently by citizens in the urban
highlands area. [n no region of the country arc local corruption, the environment,
or taxes considered importanc municipal problems. This docs not mean that
Ecuadorans are unconcerned about these problems (in the national contexe, lor
example, corruption is mentioned frequently), Bud rather that thase surveyed do not
consider these problems to be the most serious in the context of local government,

Problems require solutions. To what extent are Teuadorans satislied with the
solutions provided by their local governments? Figure 13 shows the resules of this
question for the entire country.

Figure 14 shows the regional variation within Feuador. We note thae saddstaction
is much higher in Guayaquil than in other regions of the country.

Participation is the essence of democracy, and nearly all programs thar seek o
strengthen local governments include citizen participation as a key mechanism for
achieving their objective. As shown in Figure 15, Tenador is at the very bottom of
the list of Latin American countrics in this regard.

Within lcuadar, urbanization and geographic location affect participation in
municipal meetings. The results reveal a notable variation: participation is three
times as high in small cities and rural argas than in Quito.

FEcoadorans recognize different levels of government, including local and
national. Do they look at all levels the same way, as “just government™ It is clear
they do not. Those surveyed were asked what fevel of government they considered
more cffective in reselving local problems. The question was, “ln your opinion,
which has provided the best response to help reselve problems in your communicy
or neighborhoad ~the national government, Cangress, or the municipality?” Figure

16 shows (he results. Citizens responded overwhelmingly that the municipal gov-

ernment did best a resolving local problems.
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‘l, Table 3. The Most Serious Problem Faced by the Municipality (by Region)
!

STRATUM

Region

I Urban Rural Urban Rural  North-

South-

coast coast  highlands bighlands  eass east

1.‘ In your opinion, what is the probiem in your wmunicipality?
| Lack of warer 10.5% 14.9% 7.2%  17.8% [1.9% 10.6%
| Road maintenance  14.0%  13.7%  13.1%  20.2% 7.1% 10.6%
i Lack of securisy,
IH crime 12.0% 8.19%  20.8% 5.5% 48% 2.1
| Cleaning of public
| spaces 7. 1% 2.0% 2.1% 3% 2.1%
‘1 Lack of services 125% 14.1% 7A4%  14.7%  11.9%  10.6%
| The economic
[ situation 11.2% 8.1% 8.0%  T1.7%  19.0% 23.4%
“! lack of funds B.0% 18.1% 8.9 9.8% 16.7% 19.1%
‘ Poor administration 11.3%  12.1%  20.01%  13.5%  14.3% 12.8%
| Caorruption 1.4% [.6% 2.4% 1.85% 2.4%  A4.3%
| Lack of machinery
| and equipment 1.8% L% 28% 2.4%
; High taxes 0% A% 3% 2.4%
I Abuse of mayor's
i puwer 7% %
| Orhers A% At 3%
\ Total 1.7% A% 24% 9% 24%  2.1%

Total 100.0%  100.0%  100.0%  100,0%  100.0%

Seree: University of Pitsburgh/t ‘edatos-Galkup.

| Figure 13. Evaluation of Municipal Services

Very bad Don't know
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Bad . 8%
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O
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Seree: University of Pitshurgh/Cedacos Gallup,
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9.9%
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.94

1.3%
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S%
2%
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Figure 15. Comparative Attendance at Municipal Meetings and Open Town
Councils
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Figure 16. Who Responds Better to Local Problems

(by locality)
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Local governments in Ecuador face the problem of hudgets that are inadequate
for carrying out their numerous responsibilides. Those surveyed were asked whether
they were willing to pay more taxes 10 obtain better services. Vigure 17 shows thar,
in Ecuador, the willingness to pay more local taxes is low.

D. Institutional Vulnerability

This scetion is based on diagnostic work done by the World Bank Institute in 2000
and secks w provide an inidal exposition of the underlying institutional facrors that
could explain why corrupe behaviors and practices are concentrated in some insti-
tutions and not in others. T'he daa from that survey idenrify the lollowing 10 fac-
tors as most important for obtaining good performance and inwgrity indicators.
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Figure 17. Willingness to Pay More Municipal Taxes:
International Comparison
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* Procedures manuals that detail the duties and responsibilitics of public
employces—and thatare available to personnel and effectively utilized in their
training;

+ Policies, guidelines, and regulations on budget management thar are set down
in writing;

* Suitable personnel not subject to constant changes in administration and who
do not fear imminent replacement;

* Sundards that allow precise measurement of performance that are imple-
mented and monitored;

* Policics, guidelines, and regulations regarding the provision of scrvices thac
leave liecle room for arbitrary or discretionary belaviors on the part of public
employees;

* Personnel management practices that reward merit, professionalism, and per-
formance;

*  Mcchanisms tor reporting corruption that are aceessible o all and give the
accuser credible and effective protection;

* Information channels among organizations that promote good understanding
and coordination of {unctions;

* Motivated civil servants who know their duties and responsibilities, the objec-
tives and strategies of the organizations where they work, and who truly par-
ticipate in decisionmaking processes; and

* A ygroup of reformist leaders who have the support of upper management,

Anocher important accountability mechanism is existing systems for reporting,
k' corruption. The data indicate thar mechanisms for reporting corruption, if clfcctive
and independent, can be cffective wols for reducing corruption. In effect, in insti-

tuttons with high grades for integrity. reporting corruption is less discouraged. The
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data also indicate that existing reporting mechanisms are generally unknown and
extremely ineflective. More than half of the public employees interviewed (60 poer-
cent) do not know how to report corruption. This is equally crue for mast of the
households interviewed (90 percent). Those who do know how to report corruption
feel that the system for doing so is quite ineftective. Public employees fail to make
reports primarily for fear of the consequences. This suggests that, av presen,
integrity is not an important value in the internal culture of government organiza-
tions and that there are few procedures for protecting those who make reports, The
second most frequently provided reason is a lack of confidence that the report will
actually be investigated and used to curb corruprion.

E. Recommendations

The data indicate that Ecuador is facing an enormous challenge of governance. '1'his
chapter seeks to highlight the most serious governance problems thar che new pov-
ernment must face. The country’s central problem is the lack of credibility in key
institutions of the central government, These problems are serious not only in
absolute terms bur also in the general context of Latin America, a region that also
suffers from problems of governance. Furthermore, the problems have been grow-
ing, which is even more discurbing. In the last election, the citizens’ rejection of the
waditional parties and the acceprance of new faces is a clear signal that people are
tired of the old and want to start anew. Corruprion, as shown above, is also a very
serious problem in Ecuador. Households and companies indicate that corruption is
among the most important social challenges faced by the country and one of the
greatest obstacles wo business development.

The study also points directly to steps thar must be taken to confront these issucs.
It has already been pointed out that the high level of corruption in daily life is a sig-
nificant cause of the central government’s problems with credibility and legitimacy.
Finally, it has been shown that the population has more confidence in local instiru-
tions and that this confidence can be a starting point. Therefore, it scems necessary
w implement three key measures,

Tirst, the government should make its position against corruption very clear from
the outset, which means a broad alliance in a National Governance Pact. Then, min-
isters must be selected from among public figures of indisputable honesty. These
officials must meet the most rigorous criteria so that they de not even have the
appearance of being corrupt, Third, going from the short to the medium term,
explicit steps must be taken against corruption such as civil service reform to create
incentives for honest administration and reporting of corrupt practices. Fourth,
Feuador must devorte significant attention w strengthening local governments by
giving them control and responsibility. Other policy recommendations will be
explained in greater detail in the sections that follow.
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The Climate for Reforms

It is easier to design an anticorruption strategy when the levels of resistance likely to
be encountered are fully understood. Both surveys suggest thae there is a high level
of support for many types of reform. Companies and houscholds tend to support
the vigorous implementation of anticorruption laws, transparency measures, and
strengthening the efficiency of public administration. However, the most notable
factor is the overwhelming support for numerous types of reforms expressed by pub-
lic employees.

The timie has come to carry out an anticorruption campaign. The dara suggest
that although some institutions clearly benefit from the status quo, others are in
favor of implementing reforms intended to improve governance and reduce corrup-
tion. The Office of the President is in a good position to head up cffores in the fight
against corruption. The institutions in which the impulse toward reform is strongest
can be rurned into useful and powerful allies in the fight against corruprion. In gen-
eral, public employees believe that a public campaign can be an effective step in
reducing corruption if it is accompanied by fundamental public sector reforms,

Openness, Transparency, and Accountability in Society

Transparency in government is synonymous with openness. In order to create trans-
parency, the government must give the public (civil society organizations, commu-
nications media, or other interested parties) sufficient information abour govern-
ment activities so rhar the public can act as an effective control on abuses commirted
by government and public employces. Many countries have promulgated freedom
of information laws that require their governments to provide information 1o the
public unless there is a valid reason for keeping the information secret (such as a
threat to national security). It is essential wo establish clear guidelines for determin-
ing when information must be kept secret and to make the necessary investments to
train public employces (see Edes 2000).

In a more gencral way, openness should not be limited to providing information.
Civil socicty and the communications media could be effective allies of the state in
working to reduce corruption and promote efficient government. A proactive
approach that encourages vigilance in civil society and the media with respeet 10
issues such as large-scale privatization or significant public bidding for concracts will
be the most effective approach to creating true transparency and apenness in gov-
ernment and reducing corruption.

Another possible reform pointed to by these studies is w increase transparency
and vigilance with respect to public lile. Many of the specific reforms in a particu-
lar government agency that were identified in the plan are aimed at promoting more
transparent administrative practices in public fife. Anether recently popularized
technique in Fatin America is the scoring cards of public institutions, using surveys
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to regularly grade their performance and measure their perceived progress in differ-
ent arcas of governance,

Even though there s sirong support for new laws regulating contributions o
politeal partics and political electons, in many countrics it is a complicaced sk to
scparate puliLicul interests [rom economic interests and at the same dne maintin g
dialogue berween the private sector and the state, Alchough no political sysiem can

claim thac it has been able to fully resolve his difficult yuestion, the principle of

transparency is cerainly an essential first step in the right direction. Requiring trans-
parency in the financing of political parties and their campaigns reveals the explicit
and Tmplicit links between politicians and the interests thar suppart them. T'he prac-
tice of mandating che preparation and publication of detailed reports on the inances
of all political vrganizations and identifying contributors and beneliciaries gives civil
soctety, the media, and the general pub]ic wols thar allow them o identily the
sources of state caprare. The survey results sugpest dhat Ecuador is prepared for
reforms of this type.

Prohibiting the use of state resources (funds, postal services, automobiles, and so
on) for political purposes and generating public sector neutrality help to cnsure that
public employees serve the interests of society racher chan the incerests of politicians

or some business in particular. Other measures include limiting the amount of

money that can be spent in pu|i[ic‘.ll campatigns, providing public financing, and
prohibiting certain types of entities from making contribudions 1o policical cam-
paigns.

Imperatives for Public Administration

Improved cmployee hiring practices and merit-based promaotions can strengthen the
ability of public agencies to provide quality services. The data show that the clarity
with which staffing decisions are explained correlace closely o corruption. The dis-
semination of personnel management procedures and adherence o these procedures
must be considered an imperative in combating corruption and not simply a form
of good public adminiseration. Similarly, insulating public employces from political
changes will help to limit the scope of state caprure.

The surveys also provide an important rationale for clarifying and broadly pub-
licizing the rules and procedures of intertal administration in general. Stae agencies
in which the rules and procedures are clear, well supervised, and do not create exces-
sive bureaucracy show the lowest levels of corruption.

Although establishing a meritocracy and strengthening the rules of internal admin-
istration were the measures that gained most support among public employees, there
were other relorms in public administration that also received notable support and
should be implemented immediately. Strengthening budget management systems,
ensuring thar public employces have the information they need to do their work, and
providing a strong sense of mission and direction to the elient are measures thae will

surely promote the development of a professional and honest public sector.
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Corruption seems to be concentrated in high-revenue areas such as the customs
service and the natonal petroleum company, in internal oversighe areas such as the
General Comptroller’s Office, and Congress. However, the head of the country, the
Presidency, and the instirutions most recently reformed, such as the [nternal Rev-
enue Service, seem to be most free of corruption. In [act, the action plan that the
government of Leuador developed in 1999 included improved performance in the
customs service and in Petrokcuador among its major objectives. However, data
from the survey conducted by the World Bank Institute in the year 2000 once again
underdine the need 1o focus reforms on these two arcas. Internal oversight mecha-
nisms were the second focus area targeted by the plan. The 2000 survey and
Ecuador’s recent experience indicate that it is important 1o furdher screngrhen these
mechanisms.

In terms of the provision of public services and the adminiscration of public
resoucces, it is imporant 1o evaluate rhe actual impact that resources allocated 10
services have on citizens. ‘This facet has not been explored as yot and should be stud-
jed in depth in order 10 ensure fliciency in the use and allocation of public
TesOUTCes,

A Broad and Inclusive Approach

The results presented in this chapter highlight the fact that corrupiion is nal
reduced simply through strong law enforcement, but rather through direct incen-
tives given w public employees, companies, and households. Many reforms that are
important in and of themselves {regulatory reforms, development of public admin-
istration, health sector reforms, and openness in government, te mention only a
few) can also be considered components of an anticorruption campaign.

Although the process of developing and implementing an antcorruption scrategy
depends on che policies and prioritics of cach individual country {there 1s no single
recipe lor success), lasting efforts generally have two traits in common, Tirst, the
strategios recognize that the sk of reducing corruption entails not only strict
enforcement of regulations, but alse implementation of social changes and improve-
ments in public sector povernance. Various countries, Honduras and  Slovalia
among them, have adopred variants of the eridirectional straregy of enforcing anti-
corruption statutes, educating the public on what rights they have when dealing
with the public sector and on the damage done by corruption, and preventing cor-
ruption through improved governance in the public sector.

Second, durable anticorruption strategies follow the inclusive approach. Given
that reducing corruption goes beyond enforcing, the Taw, a broad approach to this
problem must be accompanied by collaboration and participation in decisionmak-
ing on the part of a broad spectrum of governmental and nongovernmental leaders.
A high-level facilitating council, supported by a professional secretariat, can help
bring together representatives from both centeal and local government agencies to
develop specific action plans to implement the anticorruption strategy. Through the
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Annex
Governance in Ecuador:
Citizens and Public Employees Give Their Opinions

The preceding data provide a good overview of the quality of governance in Lauadar
in inrernational termis and suggest the existence of some serious problems. Flowcever,
these data do not provide information on the specific dimensions ol governance of
on measures thae coubd be taken to improve Feuadors situation.® The intent s wo 1il]
in this gap chrough surveys, including the largest survey ever conducted in Ecuador,
which investigated citizens' opinions regarding good governanee (Seligson, CGrijalva,
and Cdrdova 2002), and a series of surveys conducted by the World Bank on cor-
ruption (World Bank Institute 2000). These surveys provided derailed information
on how lcuadorans evaluate the operation of their political system, corruption and
its impact and costs, and the governance situation at the subnacional level.”

Legitimacy of the Political System

The support of its citizens is a key factor in the stbility of any country. The first
question is, “Is there a political community in Eenador?™ The answer is emphatically
“Yus.” The overwhelming majority of Lcuadorans from all regions of the country are
very proud fa be Eeuadoran,

Although these results indicace that Ecuadorans overwhelmingly believe thac they
are part of a political community, this docs not necessarily nwan that they trust che
institutions that govern them. In fact, as can be seen in Fignre Al, there is a wide
gap between pride in being Ecuadoran and pride in the Feuadoran system of gov-

8. The World Bank’s governance indicators 2re based on indicators 1aken from a variety of

sotrces. Most of these indicators are surveys (or compilations) of cxperts’ opinions in var-
ious research insciwtes such as Freedans HHouse and Feenomise batelifpence Uit The only
Ecuadoran public opinion survey used in (his set of indicarors, Latin Barometer, inchides
4 modestly sized sample {about 1,000) and does not allow Tor a brekdown by region. In
addition, the raw data that allow for a detailed analysis are kepr confidential by Latin
Barometer Corporation.

4, T'he survey on efficient governanee, which inclicled mare than 3,000 subjects, was carried
out by the University of Pitsburgh in collaborarion with CEDATOS/K allup of Feuador
in late 2000, That survey covered all provinces except for Galapagos, which was excluded
for budgetary reasons, The margin of error i this sample was very small (£1.8 pereent).
T'he World Bank Instirute conducied separate surveys on public emplayees, companics,
and households between April and June o 1999, It then prepared a preliminary report
based on this exlaustive diagnosis and presenced it to the government. 'Fhe principal objec-
tive of this study was 1o contribute 6o the design and implemcentation of a derailed and par-
ticipatory anticorruption strategy and action plan. The results of the World Bank Institute
are based on surveys of 1,139 public cmployees, 1,164 companies, and 1,800 citizens.
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ernment. While the former is close 1o the top on a scale from 1 to 100, the lateer is
well below 50, These results have an offect on governance as the degree of support
for the political system is used (0 measure political legitimacy and without legitt-
macy there is no democratic political system that can remain stable for a long time,
Furthermore, governments that try o govern without the support of the population
are destined 1w encounter difficuldes, as demonstrated by the Feuadoran situation
in recent years. Cidzens must have confidence in their government’s right to govern
(which is the essence of a government’s legitimacy),

The University of Pitrsburgh (Seligson 2000) has developed a compound meas-
ure of support for the system thar has heen broadly applicd and allows for tnterna-
tional comparison. As shown in Figure A2, Feuador does not have a good rating
compared to other Latin American countries. Another noteworthy observation is
that low support for the system is coupled with higher levels of cducation. This
means that more cducated Ecuadorans, who have betier aceess 1o information from
the media, are less likely 10 suppore the system. It is also clear that a major factor
reducing support for the system is citizens pereeption of the cconomy: those who
feel that the cconomy is doing worse are those who support the political systent less.
These results would not be so disturbing if the perception of the cconomy were bet
ter than it is, but 62,9 percent of those surveyed maintained thar the ceononty has
been performing pootly or very poorly.

A mare detailed look ar specific institutions, both public and private (see Figure
A3), indicates that ditizens’ confidence in them is extremely varied, The Carholic

Figure Al. Pride in the Ecuadorian Political System vs, Pride in Being Ecuadoran
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Figure A2. Comparative Support for the System
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Church has a high rating, as is usually the case in most countries of the region. It
should be noted that the recently established “parish boards™ also have a relatively
high rating, However, it is disturbing that democratic institutions par excellence,
namely the political parties, Congress, and the Supreme Court, enjoy very low lev-
¢ls of confidence.

On the other hand, it should be pointed out that the municipality as an institu-
tion has a comparatively good rating, much higher than national democratic insti-
turions, This suggests that mote importance is assigned to local government, At the
same time, the study resules indicare clearly that support for the national political
system is very closely associated with the level of sarisfaction with municipal serv-
ices, indicating that one way to build the legitimacy of the national political system
is to increase the effectiveness of local governments.

Participation of Civil Society and CGovernance in Feuador

According to the writings of Alexis de Tocqueville (1875) on democracy in North
America, an important factor in uniting citizens and cheir officials is an active civil
society. A factor more directly related o this chapter is that social capital is con-
sidered to play an important role in economic growth (Helliwell and Putnam
2000). Recent events in Ecuador have made clear the extent of the impact that par-
ticipation has on the political system. Ecuadoran citizens can organize themsclves,
and have in fact done so, in order to exert pressure and demand that their claims
be heard.
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Figure A3. Support for Institutions
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Source: Su|igsun, 2001,

To what extent is there active participation of civil sociery in Feuador and wha
factors could be inhibiting that participation? On the positive side is the fact thar
Ecuadoran citizens participate in civil sociery in many ways such as in their resound-
ing suppore for nonaggressive ways to express their needs, as can be seen in Figure
A4d. On a scale from | to 10, participation in community groups and electoral cam-
paigns receives the most support. However, there is strong opposition to civil dis-
obedicnce,

Participation is conditioned and limited by many factors and there is a wide gap
between men and women in many countrics in the region. Another facror char lim-
its participation is crime. It s disturbing thar erime is so common in Ecuador. Tn the
year the survey was conducted, 20 percent of the population had been the viciim of
some form of crime. However, very few citizens report crime to the authorities, In
turn, thete is growing fear of crime that acts to limic participation, as shown in Fig-
ure AS. The decline in participation generated by fear of crime is regrettable because,
as also indicated in Figure AG, there are direct links berween participation at the

community level and support for the system.
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Figure A4. Approval of Conventional or Aggressive Forms of Polirical
Participation
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Figure A5. Professional Participation and Fear of Crime
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Figurc AG. Participation in a Parents’ Committee and Support for the System
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